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SOME PRECEDENTS IN BRITISH LAW AND 
PRACTICE FOR SAFEGUARDING SECURITIES, 


By ANDREW TEN EYCK 


HEN American business has re- 
covered its sense of direction 
and proportion, there is still 

likely to be a reflection in the leading 
security markets of one permanent con- 
sequence of the war, which is the in- 
crease in the number of investors from 
about three million to well over twenty. 
Thus it has been that the interest awak- 
ened in investments by the sale of Lib- 
erty bonds is responsible for the pur- 
chasing of securities by a larger propor- 
tion of people than ever before. But 
from the standpoint of the economic 
strength of the nation, this has not been 
an altogether unmixed good. The ex- 
tent to which fraudulent manipulators 
have preyed upon this new and unsus- 
pecting class of investors in the years 
immediately following the war, by per- 
suading them to exchange their Liberty 
bonds for what purported to be bril- 
liant prospects, has been equally un- 
precedented. Losses through these and 
other manipulations are estimated to 
have risen from $250,000,000 in 1914 


to a billion dollars a year at the present 
time. This is not only an inroad into 
the working capital of the nation, but 
also a source of unrest on the part of 
thousands of victims of security swin- 
dles. It is recognized everywhere as a 
legitimate concern of the State. 

Two well-defined types of operators 
have appeared on the scene, each pre- 
senting a distinct problem: one, the 
man who misrepresents an actual com- 
pany; and the other, the man who sells 
securities of a company that does not 
exist. Against the one who misrepre- 
sents the affairs of a company, it has 
been thought that preventive laws by 
way of compelling a full disclosure of 
the facts underlying such companies’ 
affairs might be devised; but against the 
criminal, only fraud laws have been 
found appropriate. Current experience 
so far has revealed no wholly effective 
scheme for coping with the problem, 
largely because of the inherent difficul- 
ties in our constitutional system which 
make it possible for companies to de- 
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rive their chartered powers from any 
one of the 48 states or the District of 
Columbia. And so it happens that 
often companies are beyond the juris- 
diction of the state where their securi- 
ties are offered for sale, and the par- 
ticular state where the securities are 
sold in dealing with the situation is 
hampered by its lack of control over the 
issuing corporation. The Federal Gov- 
ernment is not in a position to deal 
directly and can act indirectly only 
through its control of the mails and its 
power to regulate interstate commerce. 
No action it could take would be ex- 
clusive of state regulation. Many of 
the states, however, have enacted laws 
to deal with the problems of security 
frauds. The first states to deal with 
the matter passed very crude laws and 
these laws would have been a serious 
impediment to existing business, except 
for the fortuity of their existence for 
the most part in the western states 
where there were few securities issued. 
At present, most of the states have the 
so-called Blue Sky Laws or Fraud Laws 
which apply in some instances the prin- 
ciples of licensing securities and in 
other instances the principle of licensing 
dealers in securities, both of which 
types of law present the real question, 
whether the law does no* unconsciously 
foster rather than curb swindling, be- 
cause of the false sense of security such 
statutes convey to the public. But on 
the other hand, in New York, legisla- 
tion has developed by way of giving the 
State’s Attorney General power to halt 
by injunction the operations of suspi- 
cious individuals or concerns, which, of 
course, places the responsibility on the 
alertness of this prosecuting official and 
his complaining witness and is a rather 
high premium on political publicity. 

It is singular that in most attempts to 
regulate the issue and sale of securities 


in the United States the true principle 
should have escaped consideration; jn 
other words, that there should have 
been a failure to comprehend that hon. 
est company management is inextricably 
bound up with the question of honest 
security values and is at the very heart 
of both the question of security frauds 
and security misrepresentations. It js, 
indeed, a principle of even greater sig- 
nificance than is ordinarily supposed in 
matters of complaint about legitimate 
business. 

It is fortunate, therefore, that there 
is to be found in British precedents the 
effective application of this emphasis on 
proper company management, and the 
more so because the British security 
market is not only one in which condi- 
tions are most similar to our own, but 
one which is still the preeminent money 
market of the world. 


I 


As to the pure and simple frauds of 
selling stock of a company that does not 
exist, there is no particular suggestion 
in the British practice, except it be the 
speedy enforcement of the criminal law 
which occurs with such dispatch in En- 
gland that one of the American Bar 
Association’s investigators in London 
last summer said that such dispatch in 
the United States would arouse public 
sympathy for criminals on the ground 
that they were being “railroaded.” In 
England as in the United States, there 
has been since the war a vast increase 
in the number of investors in securities, 
and a considerable increase in the num- 
ber of crooks who have preyed upon 
the unsuspecting and uninformed in this 
new group. England has had to handle 
not only her own crooks but also crooks 
from the United States and Canada— 
and notably from Fort Worth, until the 
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authorities there rounded them up— 
whose invariable practice was to take an 
office in London, flood the country with 
get-rich-quick literature about spurious 
oil or mining stocks, since there is no 
British mail fraud law, and then de- 
part with the proceeds. Against such 
individuals, the ordinary criminal law 
has proved effective in England, but of 
course the victims have not recovered 
their losses. The British Companies 
Act, embodying as it does the true cri- 
teria of proper company management, 
has little, if any, relation to such cases 
of non-existing corporations. 


II 


As early as 1844, the British began 
to tackle the question of preventing 
fraud in the control and management of 
companies. In that year occurred the 
failure of large banking houses, which 
had been believed by the public to be 
financially impregnable. This followed 
the limiting of note circulation by the 
English Bank’s Charter Act of 1844 
and gave swindlers the opportunity to 
foist unsubstantial concerns upon the 
public. A consideration of the advisa- 
bility of legislation to deal with such 
swindlers took shape in the Joint Com- 
panies Act of 1844, which was followed 
by a long series of British Companies 
Acts, gradually increasing through pub- 
lic legislation and other means the pub- 
licity given to the essential matters of 
credit of corporations. The culmina- 
tion of the series of acts is found, ex- 
cept as to matters of detail, in the Com- 
panies Act of 1908, which presents the 
British method of controlling the issues 
of securities through insistence on 
proper company management. This is 


accomplished without placing upon any 
governmental body the slightest tinge 
of responsibility for determining the 


value of securities and gives the public 
access to the information necessary for 
a judgment of value. The funda- 
mental feature of what is known as the 
British Companies Act is the insistence 
upon the availability to the public of 
full and complete information and per- 
sonal responsibility for the correctness 
of ‘this information on the part of all 
those in charge of the company’s affairs, 
including the directors. 

The discretionary licensing in force 
in some of the states of the United 
States bears no relation whatsoever to 
the British theory. In England, the 
Government has avoided the pitfalls in- 
cidental to the system of discretionary 
licensing of securities or dealers by its 
simple requirement for available evi- 
dence and clear liability before permit- 
ting public sale of securities. Accord- 
ing to the English law, before securities 
can be offered for sale or publicly 
traded in, there must be filed with the 
Registrar of Companies at Somerset 
House in London (the one office for the 
British Isles) a prospectus in the form 
prescribed by the Government. It con- 
tains certain basic data which, to use a 
phrase of Mr. Mortimer L. Schiff, per- 
tain to the “contents of the security,” 
and the promoters, organizers, and offi- 
cers are civilly and criminally responsi- 
ble for the truthfulness of the informa- 
tion. The mere filing of the prospectus 
operates as a permit of issue. The 
Government thereby is burdened only 
with the responsibility of seeing that 
the information is in proper form and 
cannot be said in any way to have 
passed judgment on the merit of the 
securities. 


III 


Naturally, the effectiveness of the law 
lies in the character of the information 
which must be included in the prospec- 
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tus for which provision is made in Sec- 
tions 80-82 of the (Consolidated) Act 
of 1908, which requires the actual filing 
with the Registrar of Joint Stock Com- 
panies of (1) a prospectus or (2) a 
statement in lieu of prospectus, alike in 
all essential respects to the requirement 
for a prospectus, and in the manner 
such information is kept up to date by 
Section 26 of the Act, which requires 
both those companies which do and 
those which do not issue a prospectus to 
file an annual report known as the An- 
nual Return and Summary. Private 
companies, whose distinguishing feature 
is a limitation on the right of free trans- 
fer of their shares and of the number 
of members to 50, exclusive of mem- 
bers employed as well as a prohibition 
to invite the public to subscribe for se- 
curities, are exempt by Section 121 of 
the Act from the requirements of the 
prospectus. 

The contents of a prospectus in Brit- 
ish law are basic. First, the prospectus 
must be dated and signed by every per- 
son named as a director or by his agent. 
It contains the essence of what in this 
country is known as the articles of in- 
corporation; the names, addresses, and 
descriptions of the signers and the num- 
ber of shares subscribed by them; the 
number of founders’, management, or 
deferred shares, and the interest of the 
holders in the property and in the 
profits of the company; directors’ shares 
and the particulars as to their remuner- 
ation; their names, descriptions, and 
addresses; details as to the subscription 
price, payment, and so forth; the 
amount of money necessary to proceed 
to business, so that companies will not 
begin business after selling some securi- 
ties but not enough to assure their suc- 
cess, and promptly fail for lack of cap- 
ital; details as to the securities under 
the contract to be issued; the names and 
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addresses of the vendors of any prop- 
erty actually or about to be purchased 
or acquired, which is to be paid for out 
of the proceeds of the issue, and the 
details as to how payment is to be made. 
This is intended, not to prevent the js. 
sue of watered stock, but to disclose the 
amount of water therein. There is also 
required a statement of the amount paid 
within the preceding two years, or pay- 
able as underwriting commissions, the 
estimated preliminary expenses includ. 
ing the amount paid or intended to be 
paid the promoter, and the considera- 
tion for any such payment. Finally, the 
dates of and parties to any material 
contract, with the exception of those 
made two years prior to the date of the 
prospectus, should be given. The names 
of the auditors, and full particulars as 
to the nature and extent of the interest 
of every director in the promotion of 
the company, are required. 

Thus it will appear that the require- 
ment with respect to filing a prospectus 
in the English law seeks to prevent the 
suppression of material facts, a most 
common way of leading investors 
astray. It is often said that it is not 
what is in a circular that counts, but 
what is left out. But here, it will be 
seen, is a device which gives the investor 
a criterion for valuing the securities and 
has had the effect of establishing a sort 
of public opinion about securities. 

It has been seen how the compulsion 
of the law discloses the amount of stock 
the directors have in the company and 
though the British Companies Act does 
not require a director to be a sharehold- 
er, the London Stock Exchange Com- 
mittee does, as a condition for a quota- 
tion and articles of association of a 
company almost always require it. It 
is a breach of duty for a director to 
accept his qualifying share as a gift 
from a promoter and if he does, he 
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must account to the company for it. He 
must, therefore, have a real interest in 
the company or disclose the absence of 
it. The provisions of the law prevent 
newly formed concerns from getting a 
part ‘of the money, but not a sufficient 
amount so that they can proceed to do 
business on a shoestring and inevitably 
dissipate the funds they have received. 
The law aims to disclose, but not to reg- 
ulate, the use of the public’s money in 
paying inflated profits to some syndi- 
cate which sold the property to pro- 
moters. On the whole, it is evident that 
the information called for when a com- 
pany wishes to market its securities is 
only that which a banker should have 
before identifying himself with the se- 
curities of a company. And in addition 
to such information, which is given in 
a prospectus, every public company 
must, within three months of the com- 
mencement of business, hold what is 
called the statutory meeting and issue 
to the shareholders and file at Somer- 
set House a report showing how much 
of the capital has been subscribed in 
cash or for other consideration (stat- 
ing in the latter case the nature of such 
consideration), what amount has ac- 
tually been received, and what payments 
have been made. If any purchase or 
other contract has been or is to be modi- 
fied, particulars must be given and the 
approval of the meeting must be ob- 
tained. 

From the statutory meeting and 
thereafter, the company must hold a 
meeting once a year and file every year 
the annual return and summary re- 
quired by Section 26 of the Act of 1908. 
This summary includes a balance sheet 
and, in addition to this, disclosure of 
its position, such as particulars of all 
mortgages or other charges which it 
creates as security for its loans. All of 
this information is available to anyone 
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who inspects the file at Somerset 
House. 

It is felt that there is little to be de- 
sired to enlarge the scope of the annual 
summary, unless it be in defining more 
in detail what the balance sheet is to 
contain. It seems that the Act does 
not require a fresh valuation to be made 
of assets nor require their division into 
various classes of assets, but the state- 
ments must show how the values are 
reached. Lord Alverstone, Chief Jus- 
tice, and Pickford, J., in Galloway v. 
Schill, Seeborn & Co., Limited (1912), 
2 K. B. 354, were of the opinion that 
statements which lumped together as- 
sets valued on one principle with assets 
valued on another and tangible with in- 
tangible assets were not in compliance 
with the Act. No profit and loss ac- 
count is required, but any balance of un- 
civided profit will necessarily be shown, 
and the profit of the company or its mis- 
fortunes will be guessed with fair ac- 
curacy. 

Full and accurate information relat- 
ing to the affairs of companies in En- 
gland is within reach of all and no hard- 
ship or undue restriction on legitimate 
business is involved. As a matter of 
fact, the forced disclosure of basic data 
emphasizing the security of sound bonds 
and stocks tends to direct the flow of 
funds away from unsound and towards 
the better-grade enterprises and thereby 
adds to the economic strength of the 


country. 
IV 


The pertinent inquiry always with 
reference to a particular law of a coun- 
try is how far the outstanding provi- 
sions of law are carried out in actual 
practice and whether or not the provi- 
sions are in fact evaded, not illegally, 
perhaps, but in conformity to law. With 
reference to the Companies Act, it is to 
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be said that there is very little of such 
evasion with respect to the requirements 
for a prospectus or statement in lieu of 
prospectus. The Act passed in 1900 
was the first to require the disclosure in 
a company prospectus of the particu- 
lars as to contracts, and so forth, set 
forth in Sections 80-82 of the Act. It 
was found that promoters desirous of 
concealing such particulars could quite 
easily do so. Instead of publishing a 
prospectus of the company itself, invit- 
ing the public to apply to the directors 
for allotments of its shares, they ar- 
ranged for the sale of the shares to the 
public through issuing houses whose of- 
fers, though virtually in the form of 
prospectuses, were not subject to the 
statutory requirements of a company 
prospectus. To prevent this evasion, 
the Act of 1907 (incorporated in the 
Consolidation Act of 1908) required 
the filing of the statement in lieu of 
prospectus by every public company 
which does not on its formation issue a 
prospectus. Until this is filed, no com- 
pany can lawfully commence business. 
This statement is not necessarily adver- 
tised or published in any way by the 
company itself, or by any firms which 
offer its shares for sale. It is simply 
placed on file at the Registry at Somer- 
set House and there it is open to in- 
spection, together with the rest of the 
documents relating to the company, by 
any person on payment of a fee of one 
shilling. Copies can also be obtained 
from the Registrar on payment of cer- 
tain fees. Of course, the average in- 
vestor neither inspects the file relating 
to the company nor procures copies of 
the documents. But the statements are 
available for use by anyone and are, in 
fact, constantly used by newspapers and 
magazines in warnings to the public 
against what appear to be unsatisfac- 
tory investments. In cases in which an 
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application is made to the London 
Stock Exchange for permission to deal 
on the Exchange in the securities of a 
prospectus-less company, the Commit. 
tee requires the insertion in the newspa- 
pers of an advertisement giving sundry 
particulars ‘for public information 
only.” 

The provision of the Act as to the 
prospectus has a very salutary effect in 
checking any attempt to foist upon the 
public a swindling concern. There is a 
wealth of authority in British case law 
indicating what is fraud or misrepresen- 
tation, thereby either entitling the pur- 
chaser of shares dealt with to a rescis- 
sion of his contract to take shares or 
to damages against the promoters of 
the company. The Act also specifies 
cases in which the directors and pro- 
moters are liable, to pay compensation 
to the subscribers on account of untrue 
statements in the prospectus. The re- 
sult of this has been ultimately to de- 
fine with considerable exactitude the 
obligations of the promoters towards 
the public. Some attempts have been 
made to evade the prospectus require- 
ments by putting all the information in 
the form of an expert’s report which 
is attached, and for the truth of which 
the company does not vouch. But un- 
less the directors have disassociated 
themselves from an expert’s report by 
a clear warning that they do not vouch 
for the accuracy of it, if statements in 
such report are false, they will be lia- 
ble. In general, persons who become 
subscribers for the shares of a company 
on the faith of a prospectus of the com- 
pany, proved to contain material mis- 
statements or misrepresentations, have 
both common law and statutory rights 
against the company itself, the directors 
and promoters, and any other person 
responsible for the prospectus, but this 
liability does not extend to purchasers 
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on a resale unless the prospectus has 
been directly communicated to the trans- 
feree by the company. This has proved 
to be a weakness in the British Com- 
panies Act which, should such a law 
obtain here, would be more acutely felt 
than it is in England because of the 
American method, as contrasted with 
the British, of bringing out securities in 
large syndicates, often purchasing the 
entire issue of a corporation for subse- 
quent resale. It seems only sensible that 
a warranty as to basic facts should pre- 
vail in the prospectus and continue for 
subsequent buyers, just as in the law 
merchant, business evolved the practice 
of having warranties persist in nego- 
tiable instruments for the benefit of 
every bona fide purchaser for value. 
But the limitation to original sub- 
scribers of the individual right to rescis- 
sion or damages as based on the pros- 
pectus does not, however, extinguish or 
affect in any way proceedings on behalf 
of the company itself for the recovery 
of damages from fraudulent promoters 
or vendors, or criminal prosecutions in 
respect of a fraudulent prospectus 
against all responsible for it. Such pro- 
ceedings and prosecutions may be in- 
stituted as the result of the investiga- 
tions of the official receiver when a com- 
pany is compulsorily wound up under 
the order of the Court. The Board of 
Trade (a department of the Govern- 
ment with administrative functions in 
matters relating to trade and commerce 
under powers conferred by several stat- 
utes, including the Companies Act and 
having general powers of investiga- 
tion) has the power to issue what is 
termed misfeasance, summonses against 
directors of companies or other re- 
sponsible officers for the recovery of 
penalties for default in their statutory 
duty. In case of fraud the prosecution 
may be under the Companies Act in 





such manner or under the Larceny Act 
by the regular criminal prosecuting of- 
ficer, or under both. Many of the 
transactions of company promoters like 
Mr. Horatio Bottomley do not render 
themselves amenable to the ordinary 
criminal law of the land, but recently 
the Bankruptcy Law and the provisions 
of the Act (Sections 217, sub-sec. 1) 
relative to the winding up of companies 
has enabled the State to prosecute such 
people with success in the Criminal 
Courts and a large number of prosecu- 
tions of this character have recently 
taken place. 

The Board of Trade has certainly 
rendered a commendable public service 
in England in regulation of honest com- 
pany management. In addition to the 
risk of penalties to which those responsi- 
ble for the affairs of a company may 
be liable for failing to file annual or 
other statutory returns with the Regis- 
trar, there is the danger that the Reg- 
istrar of Companies may treat an omis- 
sion to file an annual report as being 
reasonable grounds for the belief that 
the company is not carrying on business 
and, after complying with certain for- 
malities, may remove the company’s 
name from the Register under Section 
242 of the Act. In fact, every year, a 
large number of companies are thus 
stricken off the Register. There has 
very rarely been any complaint that such 
an order has caused injustice to share- 
holders, but in the event that it should 
appear it had caused injustice, the Act 
provides a remedy by means of an ap- 
plication to the High Court for the 
revocation of the order. The objection 
to the practice is that it means dissolu- 
tion without investigation of some com- 
panies, usually very small concerns, 
whose affairs ought to be investigated. 
In 1920, in England and Wales, 697 
companies were in this manner removed 
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from the Register as against 10,087 
registered and 3,148 wound up during 
the year. English Company Law is to 
a great extent based on the assumption 
that it is the business of shareholders 
or other persons concerned to set the 
law in motion for the purposes of in- 
vestigations. Striking a company’s 
name off the Register does not re- 
lieve directors or other officers of the 
company of any liability that might have 
been enforced against them if the com- 
pany had not been dissolved (Section 
242). 

In some instances the American 
method of bringing out securities has 
been used in England by a syndicate pur- 
chasing the proposed issue of a company 
and then circulating an “‘offer for sale.” 
This document has been said not to be 
a prospectus within the meaning of the 
law, because it is not issued by or on 
behalf of the company, but there has 
been a certain amount of judicial opin- 
ion in England that under certain cir- 
cumstances it might be held to be a pros- 
pectus and be subject to all the conse- 
quences of such a document. 

In the final analysis, it is certainly 
true that the British experience with re- 
gard to the compulsory filing of a pros- 
pectus has evolved a certain standard 
for all prospectuses, which enables the 
average investor or banker readily to 
form an opinion concerning the sound- 
ness of the security. This is valuable 
both legally and practically. The same 
is true with reference to annual returns 
and balance sheets. The most common 
criticism is that greater publicity might 
well be insisted upon. The information 
about contracts, and so forth, which the 
law requires in a prospectus is a valu- 
able guide to the investor who knows 
how to study such a document, and to 
those who have the good sense to rely 
upon the advice of trustworthy experts, 
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since information is considered in the 
light of the rest of the details of the en. 
terprise, the general tone and character 
of the prospectus, and the standing and 
repute of its sponsors. But though of 
value, so far as it goes, the law cannot 
make all prospectuses clean and honest 
any more than it can human beings; nor 
can it insure that the data will be judged 
intelligently by all investors. There are 
prospectuses which contain no material 
misrepresentations or concealment of 
facts by means of which they can be suc- 
cessfully challenged, but which are 
nevertheless a delusion and a snare to 
inexperienced investors, who give more 
heed to mere anticipations or estimate 
of future profits than to solid facts. 
The question as to whether or not 
legislation should be passed to compel 
a company to include in its annual re- 
port a statement of profit and loss was 
considered by the Committee in 1918 
in England on amendments to the Act. 
The Committee reported against requir- 
ing a public disclosure because of the 
manifest unfair advantage it would give 
to competitors in trade, but did report 
that there should be included with the 
balance sheet in the annual report the 
amounts or rates of dividend which had 
been paid since the filing of the last re- 
port, as a result of the year’s trading. 
Some difficulty has been experienced in 
shareholders receiving from companies 
the specific details of assets which have 
to be given in the balance sheet filed 
with the Registrar of Companies at 
Somerset House. Mr. T. Colsey, of 
Truth, a weekly magazine founded by 
the late Mr. Labouchére, which has ren- 
dered conspicuous public service in 
bringing about the reforms of the old 
Companies Act during the last quarter 
of a century and renders conspicuous 
present public service in exposing 
frauds, points out a fair instance of this 
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‘1 the edition of Truth appearing Jan- 
uary 9, 1924: 
BALANCE-SHEET REFORM 


In a recent note on this subject I pointed 
out that in the balance sheet of the British 
India Steam Navigation Company assets con- 
sisting of steamers, docks, workshops, invest- 
ments, cash, and so forth, are all lumped 
together in one item of £15,513,623. Debts 
and liabilities are similarly set out in a single 
amount without any details. The company is 
controlled by the P. and O., which holds its 
shares, but debenture stock for £1,657,200 
has been issued to the public, and one of the 
holders tells me that he has written to the 
board protesting against the form of the ac- 
counts. He has received no reply. The com- 
pany has always adopted the same form of bal- 
ance sheet for circulation, and seemingly out 
of sheer obstinacy declines to change it. Yet 
details of the assets have to be given in a re- 
turn under the Companies Act and so become 
ivailable to anyone who takes the trouble to 
obtain them. I have done so. In the statu- 
tory statement in the form of a balance sheet 
to September 30, 1923, the assets of the Brit- 
ish India Steam Navigation Company are de- 
tailed as follows: 


£ s. d. 
Steamers 0a. esa cgeasckeeeweas 7,002,000 0 0 
Paid on account new steamers.. 5§21,063 13 © 
Small eraht i. ..eseessssuauabes 69,761 13 2 
Coal steGhe ..i<ivaanis Conaouen 560,794 8 Io 
Ship and engine stores......... 39,843 4 1 
Cash in hand and in banks..... 43,982 Ir 1 
War Lege .s:.sdidaeeeneee 1,213,996 6 15 
Heritable and other property... 3,643,337 7 2 
Deposits and loans............ 2,323,043 14 § 


Debts owing to the company.... 95,800 18 2 


15,513,623 16 10 


In the previous statement to September 30, 
1922, the figures were as follows: 


£ s. d. 
ee Tepe 5,953,006 Ir 7 
Paid on account new steamers. . 1,648,544 15 2 
Geel Gee 6. cacinas dieiseers 63,771 $ § 
Coat eteghe. «wishes cdc ie 900,803 10 9 
Ship and engine stores......... 42,685 6 11 
Cash in hand and in banks..... 23,317 19 3 
War and Conversion Loan..... 1,196,312 15 © 
Heritable and other property... 4,565,439 18 9 
Deposits and loans............ 2,257,853 4 Oo 


Debts owing to the company.... 224,525 2 3 


16,876,260 9 1 





On the other side, “debts and liabilities, in- 
cluding bills payable, remittances appertaining 
to next year, unclosed accounts, and sundry 
deposits” stood at £12,063,290 in the 1922 
= at £10,702,511 in the 1923 balance 
sheet. 


There is no reason whatever why the fig- 
ures as to the assets should be withheld from 
the printed accounts, and I venture to suggest 
that Lord Inchcape and his colleagues should 
turn over a new leaf in this respect when the 
next report is published. 


V 


The British Act, of course, applies to 
all companies actually engaged in busi- 
ness in England which offer their se- 
curities for sale. 

If a foreign company establishes a 
place of business in England—that is, 
if it establishes an office there for reg- 
istration and transfer of the company’s 
stock—the company must comply with 
all the numerous requirements of the 
Act, just as a domestic public company. 
On the other hand, there is no legal re- 
striction on the sale of shares of for- 
eign companies which do not establish 
a place of business there, and the securi- 
ties of such companies may be sold by 
agents or by correspondence. There is 
no British mail fraud act, such as 
there is in the United States. But if 
a company goes to the London Stock 
Exchange for a quotation, it will be re- 
fused if the company’s formation has 
not been carried out in accordance with 
the requirements of the British Law or 
with its own rules, which embody vir- 
tually the same requirements. In the 
absence of a prospectus publicly ad- 
vertised in England, or a circular to 
shareholders, the committee of the 
Stock Exchange requires an advertise- 
ment in the leading morning papers giv- 
ing all the material conditions relating 
to the formation of the company and 
to the flotation of the issue, and a state- 
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ment to the effect that the directors col- 
lectively and individually are responsi- 
ble for the information advertised. Pri- 
vate companies are, of course, debarred 
from offering their securities to the pub- 
lic. This restriction is sometimes 
evaded by various devices, but the abuse 
cannot be carried to any great length 
for the simple reason that a private 
company must not have more than 50 
shareholders. The moment that num- 
ber is exceeded, the private company 
becomes ipso facto a public company 
and is compelled to comply with all the 
regulations relating to a public com- 
pany, including the filing of a prospec- 
tus or statement in lieu thereof. Such 
acts, it is felt, give publicity of sufficient 
facts to protect the public. 


VI 


There is no gainsaying the tremen- 
dous stability which the British Com- 
panies Act gives to the entire security 
market. An entirely different atmos- 
phere, which arises from the very in- 
ception of the issue, surrounds the meth- 
ods of security distribution. 

There are many more corporations, 
for instance, which invite public sub- 
scriptions directly for their shares by 
means of a prospectus circulated in the 
post and advertised in newspapers than 
there are in America. The disposition 
of the entire proposed issue en bloc of 
a company to one issuing house or syn- 
dicate though occurring with increasing 
frequency is unusual. But as Mr. 
Henry S. Sturgis points out in an ex- 
cellent little book on investment (Mac- 
millan 1924), instead of industries be- 
ing guaranteed necessary funds by an 
outright purchase of the company’s se- 
curities which are resold, in England 
the guaranty takes the form of an of- 
fering for subscription, the under- 
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writers, in return for a commission 
agreeing to take the unsold portion 
after the company has sold all it can. 
Mr. Sturgis well emphasizes the fact 
that the English banker in the average 
underwriting transaction acts like a pro- 
fessional man and not like a dry-goods 
jobber, by advising as to the type of 
offering which should prove attractive 
to the investing public, and then insures 
the company against the failure of the 
offering, for which service he is paid a 
commission. It is obvious that such a 
transaction differs materially from 
American transactions. 

The acid test of judgment, which is 
applied by the financial community to 
securities before they reach the ulti- 
mate consumer, is uninfluenced by the 
knowledge that if wrong there is a sales 
force to put the issue over. As soon 
as public trading begins in an issue, it 
is known how much the underwriters 
had to take. Since the members of a 
syndicate are privileged to sell as they 
please, there is no artificial market. if 
the issue has been priced too high, it 
promptly goes to a discount. The num- 
ber of experiences which the American 
market has had in recent years with 
downward plunges of prices when a 
syndicate has terminated, gives in- 
creased assurance to a practice which 
obviates the evil by more open and 
above-board dealings with the securities 
of a company. The question of how 
securities are distributed in England is 
beyond the ambit of this inquiry. Suf- 
fice it, therefore, to have indicated but 
a few of the implications which are a 
natural consequence of the legal struc- 
ture erected and developed to safeguard 
their issue. 

In 1919, a distinguished group of 
citizens of New York, who were exam- 
ining schemes for the better safeguard- 
ing of security issues, reported to the 
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Governor of New York rather ellip- 
tically on the British System and in half- 
appraisement of it said that England is 
a country with a single financial center, 
whereas New York is one state of the 
Union. In that report, however, be- 
fore the latter observation was ex- 
pressed, the Committee remindec the 
then and present governor of their be- 
lief in the words of his inaugural ad- 
dress, to the effect that New York is 
the financial center of the world. Of 
course, the answer was and is, as stated 
in the minority report filed with the 
governor at that time by four equally 
distinguished citizens, that London has 
been the financial center of the world 
for many years and still is. The amount 
of flotations of security issues and the 
volume of securities offered to the pub- 
lic in London is far greater than the 
amount issued in New York, and it may 
be conservatively concluded that a law, 
the underlying principle of which is pub- 
licity which has worked well in En- 
gland, will work equally well in America. 

The point which bears on New 
York’s alleged present or future su- 
premacy in the world financial market 
is that those who can produce a prod- 
uct or render a service most cheaply 
will get the business. English methods 
have made unnecessary the immense 
overhead of a sale force, and the cost 
of distribution is, therefore, low. The 
saving has been passed on to industry 
through a much smaller underwriting 
cost than prevails here. Both investors 
and industry are better off, and the 
banker apparently manages to get a 
good living. London can distribute se- 
curities with more certainty and at lower 
cost than we can, and when normal 
times bring a closer relationship be- 
tween the two money markets, unless 
we fit ourselves to distribute more 
cheaply, England will continue to have 





first call on most of the attractive new 
issues of world importance. Whether 
New York will replace London as the 
financial center of the world is as 
mooted a question now as it was in 
1919. The fact is it has not done so 
yet. Mr. Seymour L. Cromwell in his 
annual report to the New York Stock 
Exchange, as he retired from the presi- 
dency of the Exchange in May, 1924, 
indulged in the hope that America’s 
position as the chief creditor nation 
would awaken a keener sense of the im- 
plications pertaining thereto by perhaps 
distributing to American investors the 
public and corporate securities of Eu- 
ropeans, as the Exchanges of Europe 
did in the marketing of American se- 
curities during the period of our devel- 
opment. Such a service surely befits a 
genuine international center of credit 
and calls for high responsibilities in the 
regulation of such a service. 

We need to arrive at some consensus 
of opinion in this country on the sub- 
ject of security safeguards. Licensing 
securities or dealers has been produc- 
tive of not only a false sense of security 
on the part of the public but, at times 
with the uninformed, of a belief that 
the state’s license was approval of the 
security or dealer. Political pressure 
has worked in such systems. The New 
York system of enjoining the operations 
of those suspected of fraudulent opera- 
tions is barely beyond the experimental 
stage. It has without doubt been effec- 
tive in checking several conspicuous 
cases of impending fraud and that 
should be said to its credit. But those 
who would use a law of this type as a 
model for a national act and uniform 
state acts should take note of the fact 
that the powers of Government in the 
long run have not been effectively exer- 
cised by injunction, nor are they likely 
to be. Political publicity has too free 










































an opportunity. When the public in- 
terest in punishing security frauds 
wanes, the alertness of the state official 
is likely to wane. 


VII 


The foregoing observations, it is be- 
lieved, indicate a successful application 
of simple and fundamental principles in 
the British practice, and it is entirely 
reasonable to suppose—as Mr. Sey- 
mour L. Cromwell, president of the 
New York Stock Exchange, has said 
in his annual report to that body—that 
the British Companies Act “provides 
some valuable precedents worthy of 
careful consideration in this country.” 
“A requirement calling for the compul- 
sory filing of detailed information to 
which the public would have access,” 
Mr. Cromwell concludes, “might well 
be adapted to our own situation.” 

It is, however, not reasonable to sup- 
pose that a bodily application of the 
British law and practice is either pos- 
sible or probable, for some 30 odd 
states have enacted Blue Sky Laws of 
their own. The divergence now in state 
laws is great, and as more states enact 
laws, it is likely to grow. Already, 
legitimate business is complaining about 
the question of expense and trouble in 
bringing out a single security issue to 
be sold in different states. This dis- 
satisfaction is the seed of a movement 
for uniform state laws, just as it was, in 
the past, the seed of the movement for 
the uniform Negotiable Instrument 
Act, the Sale of Goods Act, the Bills 
of Lading Act, Partnership Act, and so 
forth, all of which, it may be observed, 
are based on British experience. The 
adaptability of the British Companies 
Act in principle to the situation in this 
country cannot be soundly questioned; 
its adaptability in detail is a matter to 
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reconcile with both our constitutional 
system and such laws on the subject of 
security legislation as the states have 
already enacted. The British Com. 
panies Act has been applied with modi. 
fications to the Duminion and some of 
the provinces in Canada. Since no sin. 
gle state under the American Constity. 
tional System can regulate or penalize 
operations in a neighboring state, it is 
suggested that a ‘federal law embodying 
the British Companies Act’s essential 
requirements under the power which the 
Federal Government has to regulate the 
mail and interstate commerce should be 
enacted, which would make it the neces- 
sary prerequisite for companies using 
the agencies of commerce or the mail 
to file full information as to their af- 
fairs with the Federal Government. 
Such information by a federal law and 
by a uniform act for all the states 
should at least include facts as to the 
charter, capitalization, management, 
promotion, operation, financial condi- 
tion, purpose of proposed issue, pro- 
moters’ remuneration if in excess of the 
usual sum, minimum amount to be sub- 
scribed before doing business, experts’ 
reports; and a provision should likewise 
make the management liable criminally 
for fraud and civilly to those injured for 
misrepresentation of the facts, either 
through intention or negligence. Hon- 
est belief in the truth of representation 
made should be an insufficient excuse, 
unless the parties were reasonable in 
believing such statements true. The lia- 
bility should extend not only to origina! 
subscribers but also to any person who 
buys the securities of a company on the 
faith of representation put forth, which 
should be considered as put forth to the 
public generally after being filed with 
the governmental authority. 

Especially, too, should that require- 
ment as to companies filing annual re- 
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ports, which has proved to be most 
salutary in British Law, be embodied in 
any federal or uniform state act. The 
New York Stock Exchange has felt 
very acutely this year the need of such 
a compulsion by law with respect to 
companies whose securities are traded 
in on the Exchange. Mr. Cromwell in 
his annual report states that in the past 
few years companies have failed to keep 
their agreement with the Exchange in 
regard to reports. Certainly, one who 
seeks the capital of another ought in 
right to state the safeguards he will 
give it and how he proposes to carry 
them out. 

The American experience with refer- 
ence to measures in the interest of pure 
food suggests an apt analogy, as Mr. 
Mortimer L. Schiff pointed out more 
than three years ago with respect to 
what ought to be done to purify securi- 
ties. Publicity as to what the security 
is and the property behind it and lim- 





ited to certain simple data should be 
forthcoming by compulsion of the State 
with the emphasis always on proper 
company management. President Cool- 
idge stressed this point in an address to 
the Investment Bankers at the White 
House on October 29, 1923. Legisla- 
tion founded on such principles, for 
which ample precedents are to be found 
in the British Law, would be moderate 
and in accord with common sense, and 
what is most important, make for the 
education of the public (our 20 million 
new investors at least) in analyzing se- 
curity values for themselves and de- 
manding evidence of the wholesomeness 
of securities before they purchase. 
Such laws will not supplant but supple- 
ment and strengthen the criminal stat- 
utes dealing with fraud, whose rigid en- 
forcement will always be necessary to 
reach the crooks. They will most cer- 
tainly create a better atmosphere in the 
security field. 
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MANAGEMENT PROBLEMS OF EUROPEAN 
INSURANCE COMPANIES SINCE 


EN years of war tried the sta- 
bility of insurance companies 
severely. We speak of I0 years 

of war in Europe because a period of 
nearly 5 years of an unscrupulous mili- 
tary war has been followed by just as 
long an economic war, in which, if pos- 
sible, even less attention was paid to 
economic conditions. At the moment of 
writing, it seems that Germany has also 
lost the economic war, yet no more does 
such a country as France, for example, 
which is said to be the conqueror, 
stand in enviable financial position. An 
economic war proves to be a double- 
edged sword which, however the future 
historian will judge, will bring with it 
many and bitter difficulties for the con- 
temporary. 

There is no country in Europe that 
does not experience in one way or an- 
other the consequences of this 10 years’ 
war. Besides those most directly con- 
cerned, Germany and the Allies, the 
Neutrals have also to suffer, the ones 
more, the others less. It is still far 
from clear in what measure the ill effects 
have undermined the prosperity of na- 
tions, because they still dread, chiefly 
for tactical reasons, to reveal the naked 
reality of things. Nor can anyone cor- 
rectly gage the depth of the wounds in- 
flicted. Nor can we precisely say at this 
moment what latent healing power slum- 
bers in the diseased body of Europe. 

If we began to give a few examples 
of the influence of the war on insurance, 
we should break down in medias res. 





THE ARMISTICE 


By A. O. HOLWERDA 


Where we should have to point to ruins 
as in Central and Eastern Europe we 
do not know what the reconstruction, 
whose foundation is now undoubtedly 
being laid, will look like. Where we 
should have to speak of the serious 
blows dealt at the insurance market, we 
are not aware whether still heavier 
blows are to be expected or the worst 
has been suffered and we stand on the 
eve of a period of new prosperity. 

Although the final conclusion may 
still be lacking, yet the history of Euro- 
pean insurance during the last decade 
contains so much that is instructive, that 
it is certainly worth while taking a few 
facts from the overabundance at hand 
for special consideration. 

One of the principal facts is that in- 
surance has, during these years, given 
proof of a vitality and a power of 
adaptability that we could hardly have 
dared to expect. If we except Russia, 
where the Bolshevist Government rooted 
out and radically destroyed all that was 
insurance as with capitalism, then we 
may say that at the armistice, in 1918, 
the insurance business in Europe was to 
all appearances practically intact. Al- 
though the edifice showed many a crack, 
insurance in its greater lines would have 
continued, had peace been concluded in 
1918, to fulfil its social task everywhere 
without any shortcomings of great im- 
portance. This is brilliant evidence for 
insurance in all its branches; we are 
justified in anticipating the future with 
every confidence, although (now in 
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1924) the good expectations we had for 
the future in 1918 have not always been 
realized. 


I 


Had the underwriter been asked be- 
fore 1914 What his greatest anxiety 
would be if a war of any significance 
should break out, he would probably 
have said the war-risk, the risk that he 
would be called upon to bear for the 
payment of damage he could not have 
foreseen and consequently could not 
have included in his premium. Remote- 
ly it appears that the anxiety of the real 
war-risk has been the slightest of all the 
burdens the underwriter has had to bear. 

This is, of course, partly a conse- 
quence of the previous precautions with 
which the underwriter surrounded him- 
self by a cautious wording of his condi- 
tions of insurance. Yet even where this 
was wanting, the result has often been 
beyond expectations. 

Let us take an example from insur- 
ance in Germany, from the life branch, 
because with the lengthy contracts usual 
there the danger should be grappled 
with many years in advance. 

In view of the war-risk, two stand- 
points have for a long time been fa- 
vored in Germany. Since they were 
advocated principally by two eminent 
companies, the controversy was often 
termed Germania versus Gotha. The 
Gotha, an old mutual society, covered 
without extra premium the risk of death 
through, or in consequence of, war or 
military service; the Germania favored 
the more cautious policy that the un- 
limited inclusion of an unknown danger 
cannot be vindicated. The latter point 
of view is undoubtedly technically cor- 
rect. However, there appear ethical as 
well as technical considerations. Be- 
sides the active war-risk there is also a 
civil war-risk. As an indirect conse- 





quence of the war, losses will also ap- 
pear which must be paid to the full 
just as if they were not excluded; nor 
could they have been excluded, for they 
were previously just as incalculable. 
Why is this damage so regarded and the 
direct war damage not? Because the 
(other) party says, I will not expose 
my business in its entirety to satisfy the 
claims of a part. I must bear the in- 
evitable, yet I exclude what is to be 
avoided. Hereto we may add the an- 
swer—the whole nation is waging war, 
not only those standing at the front. 

At the utmost this struggle is one 
for technical equity, which demands 
that every insured person should pay 
as closely as possible what his insurance 
costs—a demand which never can 
really be insisted on to the utmost, for 
an insurance where each pays his own 
costs is no longer an insurance. Insur- 
ance is “bear each other’s burden,” 
which means that groups will always 
have to be formed in which one indi- 
vidual has advantage, the other disad- 
vantage. Of course, there will always be 
some contention where these groups 
have to be limited, even if it is assumed 
as a matter of course that the forming 
of equivalent groups must be aimed at 
as much as is possible. 

If a nation is at war, it may and will, 
under the influence of a strong revival 
of nationalism, be indeed asserted with 
respect to the war-risk that they form 
only one group, in which they must bear 
each other’s burden. To what measure 
these burdens can be borne is merely a 
question of the financial position of the 
society. Now, experience teaches that 
the burden of the war-risk in the life 
branch both in Germany and in En. 
gland, for example, has been made pos- 
sible, and that the burden, laid on the 
combined insured, probably signified 
nothing more than the reduction, some- 
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times the complete omission for the time 
being, of dividends. 

On the other hand, we must admit 
that such a thing cannot be known be- 
forehand nor for a following war! 
The war-risk problem exists now just as 
it did before 1914. We know one thing 
only, and that is, where there are no 
means, a free or unlimited cover can- 
not be thought of. For companies, 
for example, which insure without prof- 
its and which thus have no dividends 
to serve as a buffer, such a cover would 
be a venturesome undertaking unless 
other important assets can be placed in 
their stead. 

The same precaution, which before 
1914 it was thought would have to be 
taken into general consideration in re- 
spect to the war-risk problem, now re- 
mains unchanged—yet even in a much 
stronger measure, because next to this 
risk, itself secondary, attendant symp- 
toms appear which, if they once work 
in their consequences, become all the 
more serious. This concerns not only 
the life branch but also all others. 


I] 


The real war danger to the European 
assurance market has found its origin 
especially in the decline of the purchas- 
ing power of money and the rise of the 
price of commodities that is attendant 
to it. This was not foreseen in general. 
For a long time the opinion prevailed 
that when prices rise, the amounts in- 
sured also rise, and the premium re- 
ceipts likewise, the insurer automatically 
obtaining new sources to overcome his 
increased expenses and higher salaries. 

As long as the increase remains with- 
in certain bounds, an advantage for the 
insurer, rather than a loss, is theoret- 
ically anticipated. The expenses of the 
insurer will in the beginning rise less 


compared with the rise of the general 
index number. He occupies buildings 
obtained at low pre-war prices; he has 
perhaps a stock of goods which in the 
light of the new circumstances he bought 
cheaply. Salaries, especially of admin. 
istrative staffs, so experience teaches, 
tend to remain below a rising index 
number of prices. Increase of wages 
always signifies conflict! Every increase 
to be allowed may be used as an incen- 
tive to increased labor achievement, and 
if that is not possible, then each increase 
becomes an incentive to limit expenses. 

However, above all things the hope 
had been fixed on the new business 
which the rise of prices would certainly 
bring with it, much more than on the 
saving of expenses. In this respect a 
sharp difference must be made between 
life insurance and all other branches. If 
the latter can adapt themselves at least 
in theory to the fluctuations of the price 
level, life insurance cannot do so even 
in theory. 

If a person closed, 10 years ago, an 
endowment policy of $10,000 at a pre- 
mium of say $500, then the insurer dis- 
poses of $50 to cover his expenses. If 
now the index number rose from 100 
to 200 since the cover, the insured, sup- 
posing that his income has sufficiently 
adapted itself hereto, can lay aside 
$1,000 for premium; in other words, he 
can take up a new policy for another 
$500 premium. Yet he does not insure 
for a further $10,000, because in the 
meantime he has become so much more 
advanced in age—but for, say, $5,000. 

The insured has fallen into an in- 
ferior position but not he alone, the in- 
surer too, for the latter cannot set aside 
$50 from the new premium for his ex- 
penses. The net cost of an endowment 
policy will always be such, that on in- 
surances of a shorter term these will 
make up a greater part of the office 
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premium and thus proportionally leave 
less available for expenses than the 
premium of insurances foria longer 
term. 

Assuming that office premiums have 
not changed in the meantime, nor 
the dividend declined, the second insur- 
ance will not contribute $50 for ex- 
penses but less, say $30. Consequently 
the insurer may not incur 100% more 
in expenses but 60%. Notwithstanding 
the flow of new business he must, how- 
ever, see how to economize to a great 
measure, unless he knows how to raise 
new business and new premiums much 
higher than the former level. 

That this is not always impossible 
with not too excessive an increase of the 
price index number may be most clearly 
seen in the instance of neutral Holland, 
where the index number of 100 in 1913 
rose to a maximum of more than 370 
in 1918 and has since declined to a 
rather constant level of about 150 to 
160 in 1923. If the new business of 
the larger insurance companies in 1913 
is fixed at 100, then the index number 
of new business is still between 200 to 
250 after having risen in many cases to 
more than 400 in 1923. 

It is not easy even for an insider to 
explain this phenomenon. We cannot 
show any direct influences of the war 
in neutral Holland. Neither has it been 
the consequence of more intensive di- 
rect advertising on the part of the com- 
panies; on the contrary, the general rule 
has been economy. Nor could the ab- 
sence of foreign competition have 
turned the scale. 

Probably all kinds of causes cooper- 
ate here. In Holland the professional 
agent is an exception, unless for the in- 
dustrial branch. The greater part of 
the new business comes through the 
channel of occasional agents. With the 
difficulties caused in every way by ris- 


ing prices this agent, who in normal 
times considered the commission to be 
earned as a negligible quantity, will now 
give it much more attention. Thus, more 
exertion on his part is to be expected. 
Still, this can hardly turn the scale. A 
system of non-professional! agents leads, 
comparatively speaking, too much to 
reciprocal agents or at least camouflaged 
“own case’’ agents, which means that 
the commission from the policy of A 
comes into the pocket of his friend B, 
and B renders A a service in his turn 
in either the same or another branch. 

The fact that the public in the Old 
World has during these years learned 
how to appreciate life insurance as a 
safe method of investment is of much 
more influence. The enormous losses 
sustained on investments in state bonds 
and other securities induce people to 
look around for other investments in 
which high interests are willingly sacri- 
ficed to a safe possession. Life insur- 
ance offers this. Moreover, the further 
appreciation of life insurance comes as 
such and has not yet reached its zenith 
by any means. Holland, too, although 
the situation in that country may be 
certainly considered as favorable com- 
pared with other European countries, 
has not attained the standard reached 
in America. The reckless manner in 
which men’s lives were lost in Europe 
from 1913 to 1918 and, last but not 
least, the Spanish influenza in 1918 
have severely reminded mankind that 
life insurance is no luxury. 


ll 


This example is however in itself an 
exception to general experience, al- 
though a few others may be added. It 
again shows how practical experience 
can defy the best-founded theoretical 
speculations. If we now turn to other 
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branches than the life branch, we see, 
as long as prices rise, that an endless 
stream of increases in existing insur- 
ances has had to be dealt with every- 
where. Yet the general experience is 
that the increases as a rule continue to 
fall below the rise of the index num- 
ber. Each nation has in respect to its 
own currency a kind of inborn opti- 
mism; the reality of an increase of the 
index number of prices is not recognized 
until a new increase sets in. People per- 
sistently adhere to the idea that a def- 
inite change will come. That is not in- 
comprehensible, for the greater masses 
have too few means of defense to avert 
the rising flood and they are absolutely 
powerless to curb the rise themselves if 
the leading circles prevent it. 

During a rise of the index number 
many difficulties of a financial nature 
lie in the path of large circles of the 
population which can be surmounted 
only after much exertion and sacrifice. 
The increase of the assurance premium, 
however desirable in itself, will in many 
cases have to be dropped just as many 
other desirable things. One is consoled 
with a somewhat lower insurance pre- 
mium by the fact that if the loss should 
unexpectedly occur, the restoration will 
have to be effected on a slightly lower 
basis. 

Although the amounts insured were 
below the real value of the property in- 
sured, business has not always been un- 
remunerative, other factors having ex- 
erted a favorable influence. As long 
as an article is more desirable than 
money—that is, as long as prices con- 
tinue to rise—the quota of loss is slight. 
Hence the conclusion is drawn—we be- 
lieve unjustly—that a great part of the 
losses in normal times were criminal. 
The small share of loss in such abnor- 
mal times is rather a consequence of the 
special care bestowed on the goods, or 


maybe bestowed, because the expense 
of further protection and safeguarding 
is now more remunerative. On the 
other hand, however, it may be said the 
more desirable an article is, the greater 
the theft-risk will be. In this respect 
indeed, an unfavorable experience "tin 
been obtained without, however, render. 
ing the total balance unfavorable. 

Further, we must refer to what has 
been of much significance to the assur- 
ance market, the covering of quite new 
risks called into existence during and 
through the war. Yet no one will as- 
sert that a closing balance sheet was 
facilitated in insurance during the war 
and after. Plate-glass insurance, for 
example, in which the damage is not 
provided for in money but by a replace- 
ment in kind, must decline ruinously 
with rising prices. 

Self-insurance, more than ever to the 
front of late, was and will be a prob- 
lem for the insurance market. It is in 
Germany probably more acute than in 
any other country. The insurance mar- 
ket there rejoiced for a while when it 
appeared that the millions of damage, 
caused by the explosion of the Baden 
Aniline and Soda Works at Oppau, with 
a loss of not less than 559 lives, would 
not be paid by underwriters because 
self-insurance existed; yet the fact in it- 
self that similar large industrial com- 
plexes are pot insured gives food for 
reflection. 

Quite unexpected losses have been 
sustained through the capricious and 
sudden fluctuations in the international 
courses of exchange. To cover liabili- 
ties in one currency by assets in another 
often took place formerly; also re-in- 
surances in a currency different from 
that indicated in the original policy were 
no exceptions. Consequently risks have 
crept into insurance business which, es- 
pecially after the armistice, degenerated 
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into “valuta” speculations causing in 
general more loss than profit. 


IV 


If we sum up all these factors, then 
we may justly conclude that the insur- 
ance market has shown a very great 
power of adaptability to the changed 
circumstances. But yet we must not for- 
get that the insurance business has 
partly failed in its economic task. As- 
surance is in reality no insurance of a 
sum of money. The amounts men- 
tioned in the policy are only the means 
to indicate a certain trade value. We 
do not insure so many marks, pounds 
or dollars, but a house, a vessel, the 
education of our children, and so forth. 
Thus the face value of the policy does 
not represent a certain arbitrary sum 
but a definite amount of purchasing 
power. 

If we fix a sum of money, then the 
fundamental demand is money of the 
most stable purchasing power. In this 
respect in the last decade the economic 
basis of assurance in the whole world 
has been subjected to severe shocks; 
but to the highest degree in Central Eu- 
rope. Especially in Germany the most 
interesting attempts in this respect have 
been seen to create a stable gage of 
value. 

Insurance based on a price index 
number has miscarried practically over 
the whole line. It is very easy to de- 
cree that the face value of the policy 
shall vary with some index number, but 
it is very difficult to collect the vary- 
ing premiums which correspond. The 
transactions in Germany on the basis of 
the prices of rye are well known. There 
are even debenture loans in circulation, 
paying interest and redemptions in the 
existing countervalue of a certain quan- 
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tity of rye. For industrial purposes 
coke has also been taken. 

The prices of such a single article, 
however, are still less stable, and the 
insurances based thereon satisfy at most 
the requirements of a very small num- 
ber. Thus there arose a very great de- 
mand for insurance in a stable currency, 
and as such the United States dollar 
standing on a gold basis is the most 
favored not only in Germany but in 
nearly the whole of Europe. In a coun- 
try such as Germany, however, only the 
shipping world and the export indus- 
tries can practically insure on a dollar 
basis. The majority of the other trades 
and private individuals do not have con- 
trol of sufficiently stable incomes to be 
able to indulge in dollar obligations. 
Therefore, the German Federal Bureau 
of Supervision for Private Insurance 
renders insurance in foreign currency 
very difficult or quite impossible, for the 
reason that it would still more and 
sooner depress the national money, 
should it assume any great proportions. 


V 


Although the problem of the money 
value has become the dominating one 
in countries such as Germany, the ex- 
pense problem has as a whole occupied 
no less of the time and attention of the 
management. First of all there was the 
constant struggle between the manage- 
ment and the staff as to the matter of 
salary. Higher salaries, notwithstand- 
ing the purchasing power of incomes, 
continued to decline rapidly. Never- 
theless, the companies, comparing their 
premium incomes with former ones, 
were disproportionately and _ heavily 
burdened by the expenditure of sal- 
aries. Further simplification of admin- 
istration was the demand of the day 
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everywhere. As soon as the necessity 
therefor made its appearance, economy 
often proved to be possible where that 
possibility was at first sight not acknowl- 
edged. Yet the moment will eventually 
come when further economy will be pos- 
sible only if modifications are made in 
the soundness and responsibility of the 
business. Hereto we may add the dif- 
ficulties with state supervision, which 
can fulfil its task properly only if it 
has been supplied with complete data 
about the business. A state corporation 
is, from its nature, a ponderous body 
and changes in existing prescriptions are 
brought about in cases of great neces- 
sity only. Yet a certain degree of laxity 
had to be allowed in this respect. 

As long as the continual stream of 
new business gave work to so many 
hands, attempts to reduce the staff gen- 
erally failed. Other means had to be 
sought. First of all, simplification of 
the reinsurance business came into con- 
sideration. This was not an easy mat- 
ter because. every radical change de- 
manded the assent of all reinsurers. 

Reinsurance is from its origin based 
on the confidence of the reinsurer in 
the assigning company. By having 
learned to know each other in the past 
and having obtained a favorable ex- 
perience in general, a further simplifica- 
tion was possible on the basis of that 
confidence. That began with simplifica- 
tion in the reinsurance returns them- 
selves, when the details were sometimes 
reduced to the minimum. A more im- 
portant saving could, however, be ob- 
tained if the individual treatment of 
each transfer to be reinsured were 
dropped. By this means we come as a 
matter of course to the quota system. 
However, all control was lost on the 
maximum in this generally adopted 
quota system; from a purely technical 
point this is no improvement of the 


management. Therefore, it will be ve 
interesting to trace how much will §. 
nally reriain of the quota reinsurance, 
born ia times of need and under the 
pressure of expenses for administrative 
overhead. Any simplification in the 
business with either the reinsurer or the 
insured has seldom led to a general de- 
crease of staff. Each hand so dismissed 
generally found employment again in 
the new business to be handled. 

Not seldom have new roads had to 
be taken. Thus in many countries, per. 
haps in Central Europe most, an insur- 
ance organization has been completed, 
such as never before was considered pos- 
sible. By combining whole groups of 
insurance of all kinds of branches under 
one central management, the greatest 
possible efficiency could be obtained. 
The nucleus of those concerns was, in 
Germany, not seldom a reinsurance 
business which through its foreign rela- 
tions made a stable capital foundation 
possible. 

Another very remarkable phenome- 
non, also observed in Germany, is the 
fact that the insurance concerns likewise 
engaged in business belonging really to 
the banking branch. We need not won- 
der at this when we consider the lucra- 
tiveness and the prosperity of banking 
as compared with the fact that insur- 
ance concerns often had to struggle with 
numerous valutas. 


VI 


Finally we will devote our special 
consideration to life insurance and as 
examples will discuss the situation in 
Germany and in England. 

In Germany the once very flourishing 
life insurance business was completely 
destroyed by the unchecked fall of the 
mark after 1918. Practically nothing 
remains of the former wealthy com- 
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panies. The working capital in marks 
has become valueless, the amounts in- 
sured likewise. In the continual decline 
of the mark there came a moment when 
it was cheaper to drop the business than 
to collect the premium. Yet the public 
did not take it very seriously to heart. 
Fach saving disappeared as snow before 
the sun. Why not the life policy too? 

Yet the companies persistently stuck 
to the new business, although the result 
became valueless as quickly as it was 
created. Figures will confirm this: 
Values of outstanding policies in Ger- 
many at the end of 1914 were 16% 
billion marks—about 4 billion dollars; 
at the end of 1918 they were 17% bil- 
lion marks—about 2% billion dollars; 
in 1921 they were 40% billion marks 
—about % billion dollars. Every ef- 
fort to maintain business was fruit- 
less, yet the very great advantage has 
been attained that the field forces still 
exist. It may be seen that all the new 
business of the last few years has been 
only for them. This was possible be- 
cause the commissions, at the time they 
were earned, represented a certain pur- 
chasing power. As soon as a suffcient- 
ly stable situation sets in again, they 
stand prepared for the new construction. 

It is to be understood that life insur- 
ance companies were unable to obtain 
fixed valued investments and thus in- 
crease payments. So-called fixed valued 
investment is a speculation rather than 
otherwise on the stability of something 
else. He who chose the dollar or the 
English pound was right to a certain 
degree; he who chose the French franc 
was in the wrong. 

Such speculation does not lie in the 
path of life insurance as such; each in- 
dividual may and will speculate for him- 
self. Thus in Germany too much cap- 
ital has been transferred into what was 
considered to be safe ; one bought 
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real estate, the other foreign currency, 
so far as was possible. It must, how- 
ever, be borne in mind that in order to 
transfer invested property, it is neces- 
sary to realize former investments. 

Hence the iife policy has a great ad- 
vantage over many other investments. 
Without any special formalities a loan 
that may amount to the cash value of 
the policy can always be obtained and 
this loan one can try safely to invest 
according to one’s own particular views. 
vantage over many other investments. 
realized so easily and without any loss? 

Yet the German business would have 
come out of the struggle somewhat less 
damaged if in many companies a large 
number of l:abilities had not existed in 
non-depreciated or little-depreciated ex- 
changes, there being no investments in 
those exchanges. Most of the large 
companies had branch offices in Switzer- 
land, Scandinavia, or Holland. The 
reserve of the policies closed there was 
transferred to Germany and invested in 
marks, this not being contrary to the 
law of those countries. The Federal 
Bureau of Supervision for Private In- 
surance in Germany always endeavored 
to sanction legal prescriptions to further 
this. This is to be understood from a 
strictly national point of view; thus a 
flow of means was directed to Germany, 
which in her pre-war period of indus- 
trial prosperity could employ each 
amount. Technically she committed the 
error that no equivalent assets balanced 
certain liabilities, an error which made 
itself felt when her own currency de- 
clined. 

And it was felt. The German com- 
panies cannot pay their foreign policy- 
holders. The old companies were left in 
the lurch in order to save for their own 
country what could be saved, and new 
ones were established which took over 
what was of any value for the German 
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business itself and obtained the field 
forces. The foreign policy-holders are 
now faced with a practically empty- 
handed and exhausted enterprise. Ger- 
man competition outside Germany itself 
is for the time being completely dead. 
Indirectly this has hampered any inter- 
national extension of the life branch. 
Taken from this point of view the de- 
cision of the American companies to 
withdraw from Europe was an act of 
wise and cautious policy. 

The German reinsurance on the con- 
trary has promptly carried out its ob- 
ligations up to the present, in the life 
branch, too. It is said the reinsurance 
will be able to maintain its good repu- 
tation which it owes on the one hand 
to more freedom than other trades, for 
the reason that reinsurance was not 
hampered in the same measure by legal 
prescriptions when adapting itself quick- 
ly to the strenuous efforts of its man- 
agement. 


VII 


England gives quite a different pic- 
ture. Life insurance here can also look 
back to very hard times, yet they have 
been completely surmounted. First 
there was the increase of death claims 
in and through the war, involving con- 
siderable sums, but this was the least 
of all difficulties. Secondly, there was 


the problem of the ratio of expenses to 
premiums, doubly difficult because new 
business in England strongly declined 
during the war. While the British 
pound remained fairly stable, even now 
stable in comparison with other ex. 
changes, the stimulus to increase exist. 
ing insurances was lacking, the more 
so because many members of the staf 
in England were at that time engaged 
in active service. 

And there was finally the investment 
question. The existing investments in 
gilt-edged securities depreciated to an 
unparalleled degree due to the rise of 
the rate of interest, and the custom in 
England of writing down the securities 
to market value demanded heavy sacri- 
fices. The higher interest receipts but 
slowly formed a counter-balance, and 
moreover a large share of the interest 
on investments was swallowed up 5y an 
enormous increase of the income tax. 

However, it speaks for English life 
insurance that the consequences of all 
these difficulties were not much more 
than the non-payment or reduction of 
a few years’ dividends. This was cer- 
tainly a great disappointment for the 
policy-holders and, consequently, non- 
profit policies came in vogue more than 
ever before. 

Since 1922 we may, however, say 
that England has passed this period— 























1922 VALUATION Bonuses % PER ANNUM 
Company 

Total Surplus Distributed 1922* 1912 
CR, os cate ntactcae cage £ 480,087 £ 238,434 | 32/- to 46/9 | 30/- 
Commercial Union............. 946,636 776,805 | 30/-to 46/9 | 30/- to 45/2 
ER oattitien . Sian knincoenwite ~~ ere ae 25/-Comp. | 20/- to 21/2 
London & Scottish............. 272,181 170,812 20/- 10/- 
National Provident............. 1,077,159 914,542 | 40/-to60/- | 40/- to 53/7 
Provident Mutual.............. 408,171 306,192 25/- 35/- 
Salvation Army................ 81,042 68,751 25/- 20/- 
Scottish Equitable............. 731,613 691,412 | 30/-Comp. | 30/- Comp. 
Scottish Temperance. . ween 479,645 396,561 32/- Comp. | 30/- Comp. _ 





*Plus an additional = of 0% -— in respect of the years 1913-1917. 
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the situation is as formerly. This may 
be seen from the following summary 
of the nine offices which made a quin- 


quennial valuation in 1922. 


For the sake of completeness we also 
mention the results obtained by the or- 
dinary life departments of industrial 
companies with the last pre-war rate of 


bonus for comparison. 


Thus the general conclusion may be 
drawn, the pre-war rates of bonuses 
have again been reached. The conse- 
quence is that the non-profit policy has 


regained its former position. 


As a typical example of what sys- 
tematic pressure for economy on the ex- 
penses might bring about in permanent 
results, the following figures will show 
the results obtained by the Prudential 
in its very comprehensive industrial 
branch. The expense ratio was in the 
year 1920 as much as 40-50% and de- 
clined in 1921 to 36-92%; in 1922 to 
32-12%; and in 1923 to 29-74%. 

Although the new Industrial Assur- 
ance Act, enforced in the meantime, may 
have led to this very fine result, yet the 
figures are splendid evidence that the 
lessons, learned during the war and 
after the armistice, have not been in 
vain for the assurance business. 


Vill 


As will be understood, only the out- 
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lines of a few countries have been given 
in the above. A complete review of the 
whole of Europe would fill a book and 
yet the closing chapter would be miss- 
ing. Only in a single case, as given 
above for the life branch in England, 
can the balance sheet of the war dam- 
age be definitely closed. In Germany 
one item has been closed for the reason 
that the old vanished and the construc- 
tion of the new must for the greater 
part be commenced. 

Now take a country such as France. 
A book could be written on the mora- 
torium announced there directly after 
1914 and the consequences on insurance. 
In the beginning the new business de- 
clined there as in England, intensified 
by the war being waged on French soil 
itself. Recovery soon set in after 1910. 
But the French franc being far from 
stable, it is still impossible to say what 
fate awaits insurance there. 

In many countries, not in the least in 
neutral ones, a mania arose to create 
new enterprises in all branches of insur- 
ance, especially in the marine branch. 

Where money severely declined in 
purchasing power that mania was much 
intensified by the reduced capacity of 
existing enterprises, whose own share 
in the business became smaller and 
smaller as opposed to objects to be in- 
sured in gold currency. Very many of 
these war creations have already disap- 











1922 VALUATION Bonuses % PER ANNUM 
Company 
Total Surplus Distributed 1922 Last Pre-war 

Bee... okivaaraesost< anes £ 115,928 £ 68,948 30/- 32/- 
London & Manchester.......... a ee re 32/-* 30/- 
Pearl +o. >ec'ethheed Meee 339,281 213,984 30/- 32/- 
Provident Assectatiem. .. 5. 6 ines 88,841 27,039 34/- 32/- 
Pennisi: sadn an vv eek cca 2,047,337 1,234,713 32/- 36/- 
Refuge thismascntananniae pai 991,519 472,922 32/- 34/- 
Wesleyan & General............ 86,320 48,687 30/- 32/- 

















*Plus additional bonus making up to minimum of 25% per annum the bonuses for the nine years ending March 24, 1921 
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peared, not always without loss and 
shame. Others will undoubtedly fol- 
low. 

However, the past years have taught 
us one thing about which there cannot 
possibly be any difference of opinion. 
A flourishing insurance business, which 





is duly to fulfil its economic task, de. 
mands a background and a basis of 
stable economical relations. Where 
these are lacking, difficulties will arise 
and irremovable shortcomings will be 
found never to be offset by the casual 
profits of a few. 
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THE RELATION OF A PUBLIC UTILITY TO 
THE BUSINESS CYCLE 


By HOMER B. VANDERBLUE anp WILLIAM L. CRUM 


1. Gross Revenue 


HE statistical methods recently 
developed in the study of the 
business cycle promise to fur- 

nish the executive of an electric light 
and power company with unusually 
valuable tools of analysis and control. 
In the first place, many of the prob- 
lems which come to him for solution are 
problems which recur each year at the 
same season. A quantitative measure- 
ment of the important elements which 
enter into the decision (whether it be 
one concerning purchasing supplies, hir- 
ing additional labor or providing “‘short- 
time” funds) is made easier when ap- 
parent requirements can be compared 
with a measure of the normal seasonal 
change. Indexes which establish such 
seasonal standards are especially help- 
ful in appraising routine month-to- 
month variations in requirements or re- 
sults. The measurement of long-time 
influences (secular trend), on the other 
hand, is likely to be most important 
when the executive decision involves the 
making of a commitment which will be 
important over a period of years—such 
a decision, for example, as that to add 
a new power plant in advance of imme- 
diate demands. Finally there is the 
possibility of measuring the changes due 
to the business cycle—the recurrent 
alternation of depression and pros- 
perity. It may be assumed that since 
electric power is sold in considerable 
volume for industrial purposes, the 
sales of a public utility selling electric 





power will be affected by changes in gen- 
eral business conditions. Obviously, it 
would be important for an executive of 
such a public utility to know accurately 
whether, and to what extent, the volume 
of his output is likely to be influenced by 
changes in the general situation. Such 
knowledge should be important also in 
the consideration of a wide variety of 
problems, of a more or less routine 
character. 

This article examines and interprets 
the fluctuations in the gross revenue of 
a conspicuous public utility of the elec- 
trical group. The Public Service Elec- 
tric Company, a subsidiary of the Public 
Service Corporation of New Jersey, 
furnishes electricity to five-sixths of the 
population of New Jersey. This study 
presents, in non-technical form, the es- 
sential steps in the statistical analysis 
of a typical “time series’ of business 
data. Seasonal indexes and the line 
of trend are calculated and presented; 
and comparison of the final “adjusted 
index” of gross revenue is made with 
the Harvard Index of Trade, one of 
the most satisfactory indexes of business 
activity. This comparison serves to in- 
dicate the effect of changes in general 
business upon the revenues of the Pub- 
lic Service Electric Company. While 
the particular statistical series here con- 
sidered sheds light upon problems of 
very broad general importance in the 
management of the company, similar 
analyses could be made of various 
items of expense, of comparable data 
for different generating stations, or for 
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Chart Ia 
PUBLIC SERVICE ELECTRIC COMPANY | 


Revenue from electric sales. Curve of actual data, plotted on logarithmig scale, 
with lines of trend for the first interval, 1904-1914 











130 }—— 



































120 }— ~- 












































WA VATA 
: 4 


60 ¥ 













































































dite, pou 


ie) 
i904 1905 1906 1907 1908 1909 191090 19't 1912 1913 


























TABLE I. Pusiic SERvICE ELEcTRIC COMPANY. REVENUE FROM ELECTRIC SALES 
(Unit: $1,000) 





Year Jan. | Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. 





1904 288; 261| 249] 239] 225] 228] 223] 234] 250] 281] 312 
1905 341 | 298| 284! 277| 267] 267] 264] 276] 295] 329] 376 
1906 405| 355] 321| 313] 290] 298] 284] 300] 319| 360] 411 
1907 458} 384] 353| 359] 345] 335] 321| 337] 373] 418] 454 
1908 447| 403] 365] 353] 329] 330] 318] 327] 354] 400] 457 
1909 | 489] 443] 404| 397] 362] 376] 347] 365] 402] 447| 515 
Igo 547| 495| 460] 450] 423] 431] 399] 422] 460] 514] 599 
IQII 643| 579] 528] 510] 484] 491] 452] 479] 526] 505| 667 
1912 729| 630] 608] 588] 558] 522] 508] 533] 588] 678] 734 
1913 807| 697] 672] 652] 609] 5098] 580/ 503] 663] 761| 812 
1914 895| 801] 696] 738] 685! 663] 654] 658] 710] 807| 851 
1915 | 926| 838) 792) 776] 737| 755] 726] 742| 827] 918 |1,016 
1916 [1,101 |1,036 {1,031 | 962] 925] 945] 883] 940] 992 {1,108 |1,224 
1917 {1,367 |1,193 [1,261 {1,126 {1,143 |1,133 |1,070 |1,089 |1,146 |1,363 |1,414 
1918 |1,330 |1,221 {1,390 |1,380 |1,337 |1,328 |1,335 |1,374 |1,429 |1,553 |1,014 
191g |1,819 {1,631 [1,637 [1,515 [1,458 [1,417 [1,308 |1,454 |1,523 |1,774 (1,856 
1920 |2,186 |1,903 |1,989 |1,834 |1,684 |1,713 |1,683 |1,769 |1,766 |1,973 |2,134 
1921 |2,299 |2,072 |1,989 |1,986 |1,779 {t,728 |1,629 |1,661 }1,764 [2,081 |2,331 
1922 |2,592 |2,271 |2,245 |2,103 |1,948 |t,925 |1,831 |1,967 |2,197 |2,523 |2,720 
1923 |2,958 |2,625 |2,5098 |2,476 |2,281 |2,186 |2,034 |2,147 |2,216 |2,726 |2,923 
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| Chart Ib 


FUBLIC SERVICE ELECTRIC COMPANY 


Revenue from electric sales. Curve of actual data, plotted on logarithmic scale, with lines of 
trend for the second and third intervals, 1914-1919, and 1919-1923 
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different cities or industrial areas. Such for lighting, utilizing the methods here 
studies would doubtless assist in the explained in some detail. 
solution of detailed special or even rou- 


tine problems. In a subsequent article The Actual Data 
we shall present the results of our 
analysis of the statistics of the com- Table I shows the revenues from elec- 


pany’s sales of electricity for power and tric sales of the Public Service Electric 


TABLE II. DESCRIPTION OF THE NORMAL TREND FOR EACH OF THE THREE SECTIONS OF 
THE INTERVAL FROM 1904 TO 1923, INCLUSIVE 











’ Computed Normal Revenues* 
Section Years to Which Trend Average Annual at Beginning and End of Each 
Was Fitted Percentage Increase Section with Dates of Said 
Normals 
I 1904-1914 10.9% 255; January 15, 1904 
763; August 15, 1914 
II 1914-1919 17.3% 774; September 15, 1914 
1632; May 15, 1919 
III IQIQ-1923 10.9% 1656; June 15, 1919 
2639; December 15, 1923 














*Unit: $1,000. 
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——==_ 
Chart Ila 
PUBLIC SERVICE ELECTRIC COMPANY 
Revenue from electric sales, corrected for trend by expressing 
actua! data as relatives to normal trend 
3300 —--- 
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TABLE III. Pusiic Service ELectric CompANy. REVENUE FROM ELECTRIC SALzs, 
EXPRESSED AS RELATIVES TO THE NORMAL TREND 
(Unit: 1% of normal*) 
Year Jan. | Feb. | Mar. | April} May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. | 
1904 | 113 | I01 96} 91 89 | 85 | 83 86 | gr | ro2 | 112 | 118 | 
1905 I2I | 104 99 04 gt go 89 Q2 97 | 108 | 122 | 128 | 
1906 129 | I12 | Io! 97 89 gI 86 90 95 | 109 |} 120 | 130. 
1907 132 | 109 | 100 | I0r 96 g2 88 QI | 100 | 111 | 120 | 126 | 
1908 116 | 104 93 89 82 82 78 80 86 96 | 108 | 115 | 
1909 114 | 103 93 go 82 84 77 80 88 96 | 110 | 116 | 
IgI0 115 | 103 95 Q2 86 87 80 83 go | roo | 116 | II9 | 
191! 122 | 109 99 94 89 89 81 85 93 | 105 | 116 | 121 | 
Ig12 125 | 107 | 102 98 Q2 86 83 86 94 ; 107 | I15 | 123 
1913 124 | 107 | 102 98 QI 88 85 86 96 | 109 | 115 | 124 
1914 125 | I10 95 | 100 | 92 88 86 86 | 92%! 103 | 107 | 116, 
1915 113 | 101 95 QI 86 87 82 83 gt | 100 | 10g | 118 | 
1916 I1§ | 107 | 105 96 92 92 85 89 93 | 103 | 112 | 123 | 
1917 122 | 105 | 109 96 96 04 88 88 gt | 108 | 110 | 117 
1918 IOI 92 | 103 | 101 96 94 04 95 97 | 105 | 107 | 123 | 
1919 | 118 | 104 | 103 | 94 | 89 | 86%, 84] 86] go] 104 | 107 | 123 | 
1920 124,| 107 | 111 | 102 92 93 gI 95 94 | 104 | IIT | 124) 
1921 118 | 105 | I00 99 88 85 79 80 84 99 | 110 | 122 | 
1922 120 | 104] 102] 95 87 85 80 | 86! os | 708 | 115 | 116 | 
1923 123 | 108 | 106 | 100 Q2 87 80 84 86 | ros | 112 | 122 | 
*The “normal” is determined by three curves of trend, one a plying to each ofthe three sections ofthe interval from 10% 
to 1923, inclusive. The sections join in September, 1914, and in I9I9. 
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PUBLIC SERVICE ELECTRIC COMPANY 


Revenue from electric sales, corrected for trend by expressing 
actual data as relatives to normal trend 
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Company,' monthly 1904-23. A casual 
study of this table reveals a very regular 
seasonal movement, characterized by 
the fact that the revenues during the 
summer months of each year are con- 
sistently lower than the revenues during 
the winter months. Moreover, the table 
plainly suggests the existence of a strong 
upward trend, since any particular 
month of each year has revenues in gen- 
eral considerably above the correspond- 
ing month of the previous year. 

The statistical operations (as ex- 
plained below) result in the elimina- 
tion of those portions of the fluctuation 
due (1) to seasonal influences and (2) 
to the year-to-year growth (secular 
trend). They serve also to exhibit sep- 
arately that portion of the fluctuation 
due to the cycles of prosperity and de- 





*The authors are grateful to Bonbright and 
Company, to their representative Mr. William K. 
Shepard, and to the Public Service Corporation of 
New Jersey, for cooperation in assembling the ma- 
terial for this study. They extend thanks also to 


TABLE IV. INDEXES OF SEASONAL VARIA- 
TION FOR THE ENTIRE INTERVAL 

















January 120| July 84 
February 106 | August 86 
March 100 | September 92 
April 96 | October 105 
May go | November 112 
June 88 | December 121 
pression. It is by comparing these 


residual cyclical fluctuations with the 
corresponding movements of the Har- 
vard Index of Trade (as in Chart III) 
that one learns how promptly and in 
what degree the sales of this particular 
enterprise are affected by changes in 
the condition of general business. 

The first operation consists in plot- 
ting the actual data of Table I; the 





Mr. W. Floyd Maxwell, assistant statistician of the 
Harvard Economic Service, who assisted in the 
statistical analysis incident to the investigations pre- 
sented in this article and in Part II (to appear 
shortly). 









































































































































414 HARVARD BUSINESS REVIEW 
Chart Illa 
PUBLIC SERVICE ELECTRIC COMPANY 
Cyclical fluctuations in revenue from electric sales, as shown by percentage relati 
to normal corrected for seasonal variation, compared with the Index of Trade of the 
Harvard Economic Service 
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TABLE V. Pus Lic SERVICE ELECTRIC COMPANY. 


CYCLICAL FLUCTUATIONS IN REVENUE 


FROM ELEcTRIC SALES: RELATIVES TO NORMAL, CORRECTED FOR 


SEASONAL VARIATION 












































(Unit: 1%) 
Year Jan. | Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. 
1904 93 95 96 95 99 97 99 | 100 99 97 | Too 
1905 101 98 99 98 | ror | 102 | 105 | 106 | 105 | 103 | 110 
1906 109 | 106 | ror | ror | ror | 103 | 102 | 104 | 103 | 104 | 108 
1907 112 | 103 | 100 | 105 | 106 | 104 | 104 | 105 | 108 | 106 | 108 
1908 96 | 98] 93] 93 | 92] 94] 94] 94] 94] 91] 96 
1909 94] 97] 93 | 94] 92] 96] 93] 94] 96] gor] 98 
IgIO 95 | 97| 95| 96| 96] 99] 96] 97] 98] 95 | 104 
IQII 102 | 103 99 98 99 99 97 99 | 101 | 100 | 104 
1912 105 | ror | 102 | 102 | 102 98 99 | 100 | 102 | 102 | 103 
1913 104 | 101 | 102 | ro2 | ror | 100 | TOE | 100 | 104 | 104] 103 
1914 105 | 104 95 | 104 | 102 | 100 | 102 | 100 | 100 98 95 
IQI5 93 | 95] 95| 95 | 96] 99] 98} 97] 99] 95] 97 
1916 95 | ror | 105 | 100 | 102 | 104 | Tor | 103 | tor 98 | 100 
1917 102 99 | 109 | 100 | 106 | 106 | 104 | I02 99 | 103 98 
1918 81 86 | 103 | 105 | 106 | 106 | I1r0 | 10g | 105 | 100 95 
1919 98 | 98 | 103 | 98 | 99] 98] 100} 100] 98 | 99] 95 
1920 104 | 10r | 111m | 106 | 102 | 105 | 107 | 109 | 102 99 99 
1921 98 | 99 | 100] 103 | 98] 97] 95] 94] 92] 94] 98 
1922 100 98 | 102 99 97 97 96 | 100 | 103 | 103 | 103 
1923 103 | 102 | 106 | 104 | 102 99 96 98 94 | 100 | 100 
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PUBLIC SERVICE ELECTRIC COMPANY 


Cyclical fluctuations in revenue from electric sales, as shown by percentage relatives 
to normal corrected for seasonal variation, compared with the Index of Trade of the 
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TABLE VI. INDEX OF TRADE, HARVARD Economic SERVICE, RELATIVES TO NORMAL, 
CORRECTED FOR SEASONAL VARIATION 





Year Jan. | Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. 





1904 92} 99} 96] 97] 95] 95] or | 95] 98} 98] 102 | ror 
1905 100 | IOI | 104 | 103 | 104 | 103 | 100 | 103 | 105 | 106 106 | 107 
1906 110 | 108 | 107 | 103 | 107 | 106 | 106 | 106 | 103 | 109 | 109 | 111 
1907 III | 109 | 109 | 111 | 113 | 109 | 112 | 110 | 104 | 105 95 86 
1908 83 84 81 83 83 84 85 97 89 89 go 93 
1909 Q2 95 96 95 96 98 99 | Ior | ro2 | 102 | 106 | 105 
IgIo 104 | 104 | 108 | 104 | Ior | 102 | 100 99 99 97 99 98 
III 98 | 97] 99] 96] 99] 98] 97 | 98] 98] 97] 971] 97 
1912 97 | 102 | 100 | 103 | 103 | 100 | 104 | 106 | 102 | 109 | 105 | 104 
1913 106 | 105 | 100 | ror | 102 | ror | 102 | 100 | 104 99 97 98 
1914 95} 94] 97] 97] 95 | 96] 95} 90] 90] 86| 82] 83 
1915 84 86 86 90 go 93 94 94 96 97 | 100 | 104 
1915* | 87] go] go] go] ox 95 95 | 97 | ror | 105 | 108 | 1x12 
1916 TIr | 114] 115 | 115 | 110] 112 | 112 | 117 | 115 | 117 | 119 | 117 
I9I7 119g | 114 | 115 | 120 | 125 | 124 | razr | 119 | 115 | 117 | 118 | 112 
1918 104 | 110 | 118 | 122 | 120 | 119 | 123 | 123 | 120 | 112 | 111 | 112 
rite 109g | Ior 97 98 98 99 | 107 | 108 | 110 | 104 | 100 | 107 
I9I9Q 109 | 103 97 | 101 99 97 | 108 | 107 | 108 | 103 | 100 | 108 
1920 {3 | It | 11§ | 108 | rog | 113 | 113 | 112 | r10 | 106 | 102 99 
|e 87 88 82 85 82 81 78 83 82 86 86 87 





1922 86 | 92] 94] 90] 92] 95] 92] 93] 94] 98| 105 | 106 
1923 Tog | 107 | I1r | 114 | 117 | 112 | 109 | 111 | 103 | 107 | 105 | 100 


.*The Index is composed of three sectio j 
beginning of the overlapping ci _ arhoaing = year at each break. The join, at each break, is made at the 
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resulting curve, on a logarithmic scale, 
is shown in Chart 1.2. The persistence 
of a wave-like annual swing through 
each successive year is a striking feature 
of the curve of Chart I. It indicates 
the existence of a highly regular sea- 
sonal movement in the business of the 
company. 


The Measurement of Trend 


The second conclusion to be drawn 
from Chart I is that the trend is 
strongly upward and quite uninter- 
rupted. Although at first glance the 
long-time movement seems to be in the 
nature of a single inclined straight line 
extending from 1904 to 1923, closer 
study suggests that the 20-year interval 
should be broken into three parts. One 
straight line fits very closely for the 
interval 1904-14; a second and more 
steeply inclined line for the interval 
1914-19; and a third line with an in- 
clination substantially like that of the 
first line, the interval 1919-23. It 
should be remarked that such a subdi- 
vision should always be made cautiously. 
In the present instance the fact that the 
breaks in the original interval come at 
dates which set off the war-time years 
seems to justify the subdivision—it is 
rather to be expected that the war-time 
“trend” would prove exceptional. 

It is also important to observe that 
the fitting of a straight-line trend to a 
curve plotted on a logarithmic scale 
means that the long-time movement is 
at a constant rate of increase. If this 





2 The chief reason for selecting a logarithmic 
scale is that on such a scale equal percentage 
changes appear as equal vertical distances. Thus, 
if it is assumed that the seasonal movements are 
in general of such intensity that they bear a fixed 
percentage relation to the average for the year, 
a chart on the logarithmic scale shows the seasonal 
swing with a fixed form whatever the general 
level of the curve. In Chart I, for instance, there 


curve were plotted on an arithmetic 
scale, it would be found that a straight 
line would not fit any of the intervals, 
for instance 1904-14. A satisfactory 
fit could be obtained only by the use of 
a “compound interest” curve. On the 
other hand, had the actual data origi- 
nally been plotted on an arithmetic scale 
and had it been found that a straight 
line did fit the resulting curve (or a por- 
tion of it, for example 1904-14) this 
would have indicated that the long-time 
movement was in the nature of an an- 
nual increase by an additive constant. 
A large number of the familiar series 
of economic and business statistics have 
trends of this latter sort; and it is es- 
sential to note that the series under 
review belongs in the former group, 
with trend increasing at a constant rate. 

Straight lines were fitted to the loga- 
rithms of the annual averages of the 
data of Table I, for each of the three 
intervals, by the method of least 
squares.* The results are shown in 
Table II. The immediate result of the 
application of the least squares method 
for any one interval (say 1904-14) is 
a straight line fitted to the logarithms 
of the data of Table I; that is, a 
straight line fitted to the curve plotted 
on a logarithmic scale, as shown in 
Chart I. For further use in the analysis 
we need to know not the positions of 
points on this Jine but the positions of 
points on the corresponding compound 
interest curve, which would fit the data 
of Table I had they been plotted on 
an ordinary arithmetic scale. Thus, the 





is a close correspondence between the annual wave 
in 1904 and that in 1923, although the general level 
is many times higher in the latter year. 


8 For detailed explanation of method, see Review 
of Economic Statistics, Vol. I, p. 12; and, for 4 
non-technical manual of instructions, see Compari- 
son of an Individual Business with the Harvard 
Index of General Business Conditions, published by 
the Harvard Economic Service, 1924. 
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number 255 of Table II pertains to 
the point on the compound interest 
curve for January, 1904, and is assumed 
to be the “normal” revenue for that 
month.* 

A striking relation shown by Table 
Il is that the average annual rate of 
increase since the war is identical with 
that before the war. This is perhaps 
to be expected, and it gives greater con- 
fidence that the “trend” found for the 
final interval is, in fact, trend and not 
a composite of trend and cyclical ten- 
dencies. 

In this connection it is well to ob- 
serve that one would ordinarily not 
think of fitting trends to such short in- 
tervals as those here used: 1914-19, 
1919-23. This remark applies the more 
forcibly to the two short intervals being 
considered, one covering the war years 
and the other the early reconstruction 
years. In the war-time interval there 
were sweeping alterations in the organi- 
zation and direction of our industrial 
effort and there were extensive price 
changes which had, besides their direct 
influence on the affairs of individual en- 
terprises, an indirect effect upon every 
series of figures given (as are the rev- 
enues of a company) in dollars. In the 
reconstruction years many of the war- 
time dislocations were being removed, 
but some of the changes which had taken 
place were becoming established on a 
fairly permanent basis. These features 
of the industrial history 1914-23 are, 
in general, sufficient objections against 
fitting trends over those years, unless 





* This 255 is the ordinate (distance above the 
horizontal axis from which vertical measurements 
would be made had the curve been plotted on an 
arithmetic scale) of the January, 1904, point on the 
compound interest curve which gives the trend 
1904-14. The determination of this ordinate of the 
curve, 255, depends upon the previous determina- 
tion of the ordinate of the line which fits the 
logarithms (or fits the curve plotted on a logarith- 
mic scale). The ordinate of the line for January, 
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strong supporting evidence can be found . 
in the individual instance. The justifi- .. 
cation for departing from the rule is 
found in the great regularity of the 
movement shown by Chart I. The sales 
of the company present the~ unusual 
condition which warrants fitting the 
trends. Examination of the curve shows 
that whatever cyclical fluctuation may 
exist is subordinate to the strong secular 
trend and seasonal wave. It is only on 
this ground that it is safe to fit trends 
by the method of least squares to the 
brief war-time and post-war intervals. 

By use of the trends shown in Table 
II, ordinates (in terms of the original 
units, thousands of dollars, and not of 
their logarithms) are found for all 
months of the 20 years. Each item of 
Table I is then divided by the corre- 
sponding ordinate; and the results, ex- 
pressed in percentage form, are shown 
in Table III and Chart II. These re- 
sults exhibit all the fluctuations in the 
original data except the secular trend. 


Seasonal Variation 


Examination of Chart I suggests that 
there is a highly regular seasonal swing 
in the series. It shows moreover that 
the cyclical movement is minor, since the 
oscillation within each year accounts for 
most of the departure from the line of 
trend. No exceptionally large or small 
deviations, which would be marked by 
prominent extreme peaks or dips, ap- 
pear in the chart. For such a series the 
seasonal indexes can be obtained by 





1904, is 2.4071, and is found by direct application 
of the methods referred to in footnote (3). Account 
is then taken of the fact that this ordinate of the 
line, 2.4071, is the logarithm of the corresponding 
ordinate of the compound interest curve. Use of 
a logarithm table then shows that the desired ordi- 
nate of the curve is 255, since 255 is the “antilog.” 
of 2.4071. In like manner the ordinates of the 
curve are obtained for all months, by first getting 
the ordinates of the line. 
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using the ratio-actual-item-to-ordinate 
device.© The resulting indexes are 
shown in Table IV. These results 
apply to the entire 20-year interval; 
tests were made to ascertain whether 
the form or intensity of the seasonal 
swing varied in different parts of the 
entire interval, but no satisfactory evi- 
dence of such variation appeared. 

The items of Table III are then cor- 
rected for seasonal variation by deduct- 
ing from each of them the appropriate 
seasonal index given in Table IV and 
increasing the difference by 100. The 
results are presented in Table V and in 
the solid curve of Chart III; and they 
show only that portion of the fluctuation 
of the original items of Table I not due 
either to trend or to seasonal influences. 
The “Electric Sales” curve of Chart III 
measures these cyclical variations in 
gross revenues. 


The Business Cycle 


Chart III compares these fluctuations 
with the corresponding movements of a 
standard index of general business ac- 
tivity, the Index of Trade of the Har- 
vard Economic Service. Data for the 
Index of Trade are given in Table VI, 
and its form is shown by the dotted 
curve of Chart III. 

Taken as a whole, Chart III shows 
clearly that the sales of the company 
vary with general business conditions. 
In their main sweep, the two curves sub- 
stantially coincide. Following the crisis 
of 1903 the Index of Trade had moved 
into a depression, which continued well 
into the middle of 1904 when recovery 
set in. The earnings of the company 
were also below normal until the second 
quarter of 1905; but thereafter—and 





5 Described in an article by Professor H. D. 
Falkner, Journal American Statistical Association, 
June, 1924, 


until the break following the panic of 
1907—-the position of both curves in. 
dicated a condition of generally pros. 
perous business in which the company 
was sharing generously. Depression 
followed the panic; but, whereas gen- 
eral business recovered in 1908 and 
1909, the earnings of the company 
failed to respond to the stimulus of 
business recovery. Indeed, earnings did 
not advance until late in 1910, after 
business had begun to decline into the 
depression of 1911. These contrary 
movements of the two curves are due 
to the fact that, while general business 
was feeling the stimulus of advancing 
prices in 1908 and 1909, the rates of 
the company (which were subject to 
public regulation) were not advanced. 
The depression of 1911 was not so se- 
vere as that of 1908 and a confident 
upturn of business quickly developed in 
1912. The earnings of the company, 
therefore, continued at or above normal 
until 1914. 

The Index of Trade shows that 
when the European war began in the 
summer of 1914, business was in a 
period of depression. The effect of 
the outbreak of war was further depres- 
sion in this country, which continued un- 
til the placing of war orders in 1915 
caused a general expansion of business 
activity. This depressed condition 
seems to have hit New Jersey (and es- 
pecially the industrial section served by 
the company) with marked severity. 
However, both curves moved out of 
the depression at about the same time, 
and both responded to the stimulus of 
war orders in 1916 and 1917. 

Beginning with the fall of 1917, 2 
sliding seale of rates was made effec- 
tive, based upon changes in the price 
of coal. Effective in February, 1918, 
a surcharge of 25% was added to bills 
for power sold at wholesale. The prob- 
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lem created for the managers of public 
utilities by the rise in prices was dis- 
cussed briefly in the annual report of 


1918: 


Serious as were the burdens of 1917, they 
were as nothing to those encountered in 1918. 
It is superfluous to enumerate them in de- 
tail. The nation was engaged in the greatest 
war the world has ever seen and all business 
conditions, especially those confronting the 
operation of public utilities, were revolution- 
ized. A situation was created where relief 
was essential. It was unthinkable that public 
utility corporations, operating under pre-war 
conditions with none too large a margin of 
profit, could bear the huge additional expense 
of operation thrust upon them by the war 
without some corresponding increase in rev- 
enue.‘ 


The effect of the railroad congestion 
of December, 1917—February, 1918, is 
shown by the sharp dip during those 
months. But the recovery was sharp 
for both curves, and in the month of 
July, 1918, the company curve reached 
its highest level. 

The depression which followed the 
armistice was undoubtedly due to the 
fact that the industries of New Jersey 
had been doing a very large war-order 
business; and only the boom conditions 
of 1920 (which served to increase 
charges as a result of the advances of 


_coal prices during the inflation) brought 


returns approximating those of 1918. 
In 1921 business depression is recorded 
by both curves; and, in 1922, business 
recovery. In 1923 advance to a high 
level was followed by recession and then 
by stabilization. At the end of 1923 
the company index was at the normal 
level, and the Index of Trade slightly 


above. 





7Tenth annual report, Public Service Corpora- 
tion of New Jersey (1918) page 7. 

Effective with February, 1922, sales the sur- 
charge of 25% was eliminated, and in November, 
1922, the company announced a voluntary reduc- 
tion in the lighting rate and in the rates for small 


Although the foregoing analysis 
shows that such cyclical fluctuations as 
exist in the revenues of the company 
conform fairly well to variations in gen- 
eral business conditions, it should be ob- 
served that the cyclical fluctuation is 
relatively unimportant in this series. 
One evidence of this fact is shown in 
Chart III: the scale for the cycles of 
electric revenues is twice that for the 
Index of Trade, and yet the two curves 
show about equivalent total deviations 
from normal. An estimate (based upon 
5/4 ot the average deviation) of the 
standard deviation of the items of 
Table V for the pre-war interval 1904- 
14 yields 4.5%. ‘This is much less than 
for many of the chief series of economic 
statistics, if wholesale prices and bond 
yields are excepted.* Moreover, the 
corresponding estimate yields 6.9% for 
the Harvard Index of Trade, 1904-14; 
and 8.5% is found for the American 
Telephone and Telegraph Company’s 
Index of General Business Activity, 
1904-14.° The obvious significance of 
these comparisons is that the revenues 
of this company are not highly respon- 
sive to business conditions; they carry 
forward with only moderate changes 
through good times and bad. Further- 
more, the 4.5% for the cyclical fluctua- 
tion may be compared with 13.3%, 
which is the corresponding number for 
the seasonal variation. This throws 
further light on the relative importance 
of the seasonal and cyclical swings: the 
seasonal variation is much heavier than 
the cyclical fluctuation in the revenues 
of this company. Seasonal influences 
and trend, rather than general business 





power users. Fourteenth annual report of Public 
Service Corporation of New Jersey (1922) page 8. 


8 See table giving standard deviations, Review of 
Economic Statistics, Vol. I, p. 199. 


® Harvard Business Review, Vol. I, p. 154. 
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conditions, affect the gross earnings in 
an important degree. 


Conclusion 


From the point of view of manage- 
ment policy either as it may affect in- 
ternal organization or as it may affect 
financing of capital investments, the 
above findings are important. A heavy 
upward trend, at a rate which is strik- 
ingly regular except for the war-time 
years, is the most significant character- 
istic of the record of gross revenues. 
The highly uniform seasonal movement 
should be considered in handling month- 
to-month operating programs, but has 
little immediate bearing upon the long- 
time outlook. Such cyclical fluctuation 
as appears seems to conform moderately 


well with the swing of general pros. 
perity and depression, and short-time 
planning for the future should there. 
fore take some account of probable fluc. 
tuations in general business. But the 
fact that the cyclical movement has only 
moderate intensity, while the trend js 
steadily and sharply upward, leads to 
the conclusion that the trend should re. 
ceive chief consideration in any long- 
run appraisal of company problems. 
This conclusion suggests the further 
practical consideration that, unless ex- 
ceptional conditions arise to interrupt 
the normal annual rate of increase 
which has held so persistently, forecast- 
ing revenues and needs of such a com- 
pany (at least for a moderate period 
in the near future) should be a fairly 
simple problem. 
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SOME COMMERCIAL ASPECTS OF STYLES AND 
FASHIONS IN THE CLOTHING AND 
TEXTILE INDUSTRIES 


By PAUL T. CHERINGTON 


I 


T is necessary in reasoning about the 
effects of styles and fashions in the 
textile industries to differentiate 

sharply between three separate types of 
goods, which for purposes of discussion 
we shall designate as (1) creative lines; 
(2) popular selling lines; and (3) 
staples. It is true that in the textile 
trade these distinctions are not always 
or even generally observed; and it is 
true also that three types of merchandise 
sometimes are made side by side and 
sold through the same channels. But 
these facts do not alter the fundamental- 
ly distinct character of the selling prob- 
lems which these three types of goods 
present. Cotton, wool, silk, artificial 
silk, linen, or other fibers are used in 
making fabrics belonging to each of 
these three types; but the price ranges 
between cotton fabrics and silk fabrics 
are not greater than those between ex- 
treme style and extreme staple types of 
fabric made from any one of these fibers. 
Perhaps the importance of the dis- 
tinction between these three types of 
goods can be made clear by drawing a 
parallel from another field where crea- 
tive ability is a recognized factor in 
establishing values. Suppose it were 
true that paintings by the greatest liv- 
ing artists, popular-priced color prints, 
or other reproductions of well-known 
pictures and artists’ materials such as 
canvas and paints were all called “art 
works” and all distributed through 


identical channels; and suppose there 
were traditions or trade customs which 
resulted in these three types of mer- 
chandise being more often than not re- 
garded as on the same price footing. 
The absurdity of such a commercial sup- 
position is obvious. And yet the mar- 
keting of textiles is in almost precisely 
this condition. 

Many of the curious anomalies of the 
American textile industry and trade date 
back over a century to the period fol- 
lowing the War of 1812-1816. New 
England merchants found themselves, 
after peace was signed, with some avail- 
able capital made in overseas trade 
which was then difficult to resume. 
During the next few years they were led 
to put this capital into new ventures, 
notable among which was the use of 
New England water powers to operate 
textile machinery. The New England 
mills, thus financed, quite naturally 
turned over their products to these mer- 
chants for sale either as a necessary 
feature of the financing of the project, 
or “for old times’ sake’”—the merchant 
and the mill operator being brothers, 
cousins, or at least old playmates. 
Throughout its history the “selling 
house” as it has figured in the Ameri- 
can textile situation has been part 
banker, part merchant, and part “next 
friend.” Nobody resents charges of 
ultra-conservatism more emphatically 
than do some of the most settled of these 
selling houses. There can be no criti- 
cism of their openmindedness on many 
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subjects, but in the matter of selling tex- 
tiles new ideas penetrate with difficulty. 
There are relatively few-instances in 
which it has been possible to take a new 
mill product and work out for it a mar- 
keting plan which was the fruit of the 
elements of the problem unmixed with 
traditions or financial expediency. 

For plain textiles sold either as a 
staple, or as a raw material for con- 
verters, this is perhaps not a serious mat- 
ter. These goods usually will sell for a 
very narrow margin over cost; but by 
virtue of the large quantities in which 
they are manufactured, they can be made 
to show a satisfactory profit under care- 
ful management. Marketing of such 
textiles is essentially like marketing any 
other staple commodity. The main req- 
uisites are volume and complete cer- 
tainty that the margin, however small, 
is above and not below cost. In the sale 
of these staple goods the elements of 
style or fashion and the whole aggrega- 
tion of real or fancied values growing 
out of design are secondary. In so far 
as they are affected by these influences 
it is mainly as materials rather than as 
finished products. They are absolutely 
separate and distinct, in most phases of 
their marketing problems, from textiles 
in which color or design is an important 
element. 

Not only do designed textiles as a 
whole differ from plain goods as a class, 
but they differ widely among themselves. 
It would not be profitable to go into all 
the variations of subdivisions, but one 
great distinction is clear and should be 
kept in mind, namely, the contrast be- 
tween popular selling fancy fabrics on 
the one hand and new creations on the 
other; or, to return to the figure of 
speech used above, the distinction be- 
tween popular reproductions of pictures 
(no matter how creditably done) and 
original paintings themselves. In prac- 


= 


tice, creative new designs and best sel. 
lers may be side by side in the mil] 
but that does not alter the fact that 
they are essentially different kinds of 
merchandise. A popular seller must 
be put out on a sharply competitive price 
basis. These products tend to drag new 
creations with them down to a staple- 
goods basis; notwithstanding the fact 
that there should be fundamentally no 
more relation between the price of new 
creations in textile design and the price 
of staples than there is between the price 
of a great painting and the price of 
painters’ canvas on which the design was 
spread. But in the case of textiles and 
wearing apparel, the new creation is ex. 
pected to pass into the large-volume re- 
production stage by virtue of its success 
as a design. It may become fashion- 
able. This makes it necessary to ex- 
amine critically the nature of styles and 
fashions in clothes. 


Il 


Styles and fashions are extremely 
elusive and difficult subjects for discus- 
sion because they are in the nature of 
states of public habit. There seems to 
be a general swing of fashions, which in 
turn is made up of numerous style ex- 
periences. In any one given season, 
skirts are all very long and full; six 
months later these very skirts look ridic- 
ulously secretive and wasteful compared 
with what the vague but universal 
“they’’ may be wearing. Similarly, 
printed foulards suddenly become “com- 
mon” only to give way to plaids or 
solid-color crépes. Many fabrics and 
garments, intrinsically as good as on the 
day when they were made, suddenly be- 
come obsolete and unsalable. Who de- 
cides what women shall wear; or do 
they decide for themselves? How is the 
decision made? And what does this 
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constant changing mean to the textile 
industries and trades? In attempting to 
answer these questions it should be re- 
membered that in the life of fashions 
there are two types of movement going 
on at any one time. A flock of birds 
furnishes us with a vivid analogy. There 
is the general movement of the flock, 
and within that there is the flight of each 
individual bird. There is the general 
trend of fashion and within that there 
is the separate movement of numerous 
styles. 

The style problem as related to tex- 
tile production is further complicated 
by the fact that there are two seasons 
in each year—light-weight and heavy- 
weight—of approximately equal length 
and involving more or less complete new 
starts in pricing and production every six 
months. The style changes do not com- 
pletely coincide with these seasonal 
changes, but the radically new ideas 
usually are brought out at the season 
openings. Sometimes they develop 
rapidly and sometimes slowly. In any 
case, the complete life history of any 
particular vogue falls into five fairly well 
defined parts—(1) creation; (2) adap- 
tation; (3) popularization; (4) large- 
scale production; (5) abandonment— 
but it must be kept in mind that these 
together make up the general or flock 
movement in which individual styles are 
coming and going. This subdivision of 
a fashion’s life history should be remem- 
bered in connection with the distinction 
above made between creative lines which 
are mainly concerned with creation and 
adaptation of designs, or the first and 
second stages, and the popular selling 
lines which have to do mainly with the 
third step, mass production, and also are 
vitally concerned with the fourth. 
Abandonment comes to both creative 
style lines and to popular selling lines, 
although not always simultaneously. 





It should be observed also that these 
steps in the life history of a mode are of 
varying length. Creation may be car- 
ried on over months, or may result from 
a stroke of genius and develop with 
great rapidity within a few weeks. In 
other words, a new style, once put be- 
fore the public, may become commer- 
cially important at once; it may fall flat 
and be immediately abandoned; or it 
may merely arouse enough interest to 
justify further effort to develop it into 
a popular mode, although it may not be- 
come popular for several months. Sim- 
ilarly the adaptation process may be suc- 
cessful at once, while in some cases it 
can be said to be complete only after 
weeks of trial and apparent failure. 
Large-scale production of style goods, 
on the other hand, is a relatively long 
process. It can be effected properly only 
after planning and preparation, involv- 
ing a careful testing of the market and 
great care not to glut the market on the 
one hand or to be too far behind de- 
mand on the other. And the final stage 
—abandonment—is as uncertain in de- 
tail as any of the other steps. Only one 
thing is sure, namely, that abandon- 
ment will come some day and that it will 
be complete. It may come overnight, 
it may be months in developing, but 
usually the swiftness of abandonment is 
in direct ratio to the success and popular- 
ity of the style. 

Each of these steps in the life history 
of a style merits some detailed descrip- 
tion if we are to understand fully its 
economic significance. The public con- 
ception of none of them is in precise 
conformity with the more important 
facts. Indeed, it may be impossible for 
any one to set down the more significant 
facts so as to meet all ideas which are 
current concerning them even among the 
participating trades in industries. But 
some of the outstanding features ought 
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to be stated, even if the statement may 
not be wholly satisfactory. 


III 


The creative stage is the most spec- 
tacular and the most generally discussed 
of the five. For women’s wearing ap- 
parel most of the styles originate in 
Paris. For men’s styles London is the 
most widely accepted style center. But 
since women’s styles and fashions are 
more variable than men’s, perhaps we 
can keep our ideas clearer by following 
them alone and as applied to outer cloth- 
ing only. The couturiers of Paris are 
referred to generally as the dictators of 
fashions. As a matter of fact, they 
could more accurately be described as 
persons engaged in trying to build a 
reputation as style leaders by drawing 
from all sorts of sources ideas with 
which they hope to catch the public 
fancy. Back of the couturiers are the 
designers of fabrics, laces, embroideries, 
trimmings, and other dress parts. It is 
an important part of the couturier’s task 
to know what these designers are doing 
and to work with them in the develop- 
ment of new colors or new effects. The 
couturiers are thus assemblers of exist- 
ing new creations as well as designers 
on their own account. Their designs are 
based on current waves of popular in- 
terest—a color scheme from Egypt, a 
flowing line from India, some new or re- 
vived idea in draping or in fabric or in 
decoration based on some popular inter- 
est likely to prove attractive by the time 
large-scale production can be made ef- 
fective. It should be made plain that 
these creators of fashion really have two 
separate purposes in mind. One pur- 
pose is to establish and maintain a 
reputation as original and dominating 
creators; the other is to make a limited 
number of garments to be sold at a high 


price to a small circle of clients drawn 
to them on account of this reputation 
for leadership. They are the portrait 
painters of the textile business. The 
few gowns they make are sold at “high. 
art’”’ prices. It should be remembered, 
however, that even at these high price 
levels the business is sharply competitive, 

There has been an important and 
somewhat confusing change in the cou- 
turier’s position in the trade during the 
past few years. A generation ago the 
leaders made gowns for only the royal 
or the very rich. These creations might 
stir up a furore in those social circles 
where they were shown and be widely 
imitated in the course of time. Prom- 
inent actresses took to originality in 
dress a few years ago and retained these 
creative artists to make their clothes for 
stage wear or for public wear at water- 
ing places, at resorts, or at the races. 
Later these designers, pleased at the 
boom in business following successful 
creations, put new garments on their 
own mannequins to wear to the races 
and other much-frequented places and 
spared no pains to get their creations 
talked about. Still more recently, the 
buyers for many American stores and 
garment makers have made it a busi- 
ness to go to Paris to see these new crea- 
tions and to purchase some either for 
copying here or for modification to suit 
American taste. Since the war the 
American trade buyers have become an 
outstanding factor in the French “open- 
ings.” 

The process of adaptation follows 
closely on the heels of creation. The 
adaptation of these Paris creations to 
wide use in the market has already been 
likened to the process of making repro- 
ductions of art works at a price which 
puts them on a commercial basis. This 
process is a complicated one in details, 
but comparatively simple in principle. 
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The following quotations from Paris 
cable dispatches taken from Women’s 
Wear, a New York daily afternoon 
paper devoted to the women’s wearing- 
apparel trades, for February 1 and 2, 
1924 (the dispatches being dated from 
Paris on the day of publication), give 
some idea of how the first news of these 
Paris creations reaches the country: 





By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 1.—Lenief’s opening was, 
as usual, held in the form of an evening recep- 
tion to the accompaniment of Hawaiian music, 
followed by a buffet supper which included 
champagne. Many important fabric men were 
present because this house is noted for its 
choice of materials. 

The silhouette is fairly long, usually girdled 
tightly about the hips with slightly circular 
skirt of supple materials, except in the case of 
the straight casaques, which are richly em- 
broidered and posed over a plain skirt. 

The latter style appears in day and evening 
costumes. The hip-length casaquin with all- 
over embroidery placed over a pleated white 
crépe skirt is featured for daytime use and is 
also presented for evening in knee length, the 
casaque on straight slender lines of lacquer red 
gold cloth finished with a deep border en- 
crusted with pearls and colored stones in a 
rich Byzantine design and posed over a plain 
gold skirt. ‘The embroideries used always fol- 
low rich museum effects, closely worked in 
allover design with much gold thread. 

Evening types affect the richness of much 
gold cloth, often with a slightly flaring hem 
of encrusted metal laces and gold embroideries. 

One model, greeted with much applause, 
was of wide gold lamé with inch-wide brick 
and black bands bordering the selvages, mak- 
ing a straight-line dinner gown which is draped 
into a huge bow over the left hip. 

For afternoon, many black and white 
printed crépes are featured and for daytime, 
fine woolen cloth in beige and navy. The 
scarf idea strongly registers and there are many 
tiny wing capelets both for dresses and coats. 

Coats of checked woolens are numerous and 
composé suits combine plain jackets, especially 
in gray mixtures with pleated plaid skirts. 
There are also slipon jackets buttoning at 
either side over the hips. Taffeta for the suit 
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is a novelty of this collection, introduced in 
rust color. 


By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 1.—In the Germain collec- 
tion, silhouettes are straight and short, includ- 
ing many tunics on slim, narrow lines. There 
is evidence of much pleating, including jabot 

ts. Three-piece costumes of georgette, 
consisting of dress and cape or paletot, are a 
feature of the collection. 

Satin is especially noted, particularly ful- 
gurante, with fulgurante lamé for evening use. 
Clipped ostrich is the favored trimming for 
the evening types. 


By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 1.—Eva Coure, a new cou- 
ture house holding the initial formal opening 
for buyers, features the straight silhouette with 
many casaques or tunics in varied treatments, 
sometimes richly worked, as in one model of 
moire; encrusted in upholstery of tissue del- 
icately embroidered in gold thread. 

The same tendency is shown in an evening . 
gown of red georgette encrusted in gold 
threads and beads over a gold lace slip. 

Originality is a note in the trimmings used 
in this collection, which include regfia and 
roughly finished glass buckles. 

One straight sheath dress of tobacco suéde 
is trimmed with cut-out bands. 








By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 1.—An unusually large col- 
lection was presented by Agnes for this season, 
the salons being crowded with buyers who pro- 
fessed themselves delighted with the models. 

The typical silhouette as shown by her is 
slender and low-waisted, with fewer circular 
effects, but many panels and tunics. Hemlines 
are frequently cut out, and one detail touch is 
the use of one-sided lapels. 

For the young girl, the eighteenth century 
period type on bouffant lines furnishes inspira- 
tion. 

For daytime costumes black is much em- 
phasized, while for evening wear white is de- 
veloped. Combinations of black and white 
are introduced, sometimes set off with touches 
of red. 

Black satin registers important as well as 
crepe satin. 
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For afternoon frocks it is trimmed with 
Chinese embroidery, while rhinestones are 
used with colored stones in decoration on din- 
ner gowns. Pleasing effects are attained by 
printed crépes posed over black satin. 

Summer frocks also illustrate the popularity 
of red, in red prints on white crépe. Two- 
color combinations are sponsored in georgette, 
among which white and green prove effective. 
In crépe also, graduated color effects are some- 
times shown. 

Plaid trimmings are a feature, lending color 
in girdles and scarves to black taffeta dresses. 
Fringe is another note, sometimes trimming 
scarves and introduced by cutting of self- 
material into thongs, scallops, or lozenges of 
the same fabric as the costume the latter em- 
broidered. 

For evening, bead embroidery is of im- 
portance, particularly crystal embroidery on 
white satin. The costume idea in evening 
gowns is carried out in rich metal lace gowns, 
also embroidered with beads, which are accom- 
panied by luxurious capes. 





By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 2.—Jean Patou again spon- 
sors the precedent of the evening opening, 
which gained popularity last season, showing 
a very large collection. 

The silhouette may be described as com- 
fortably short, some models straight and others 
continuing the circular tendency. 

However, the most interesting influence of 
the collection is that of the 1880 period when 
overdrapes were numerous. 

One interesting example of this type is a 
dinner gown of pinky blonde georgette, named 
in popular style, “Yes, We Have No Bana- 
nas,” which features pleated flounces posed 
diagonally over the skirt. 

In white crépe, satin or prints, tunics reach- 
ing to top of hem are split up the back, while 
the hip length is introduced in white satin 
blouses, designed for wear with dark suits. 

Fabric interest is varied. Both Kasha and 
Alpaca appear frequently, plaids are sponsored 
and crépe, as well as artificial satin, shares the 
honors. 

The latter fabrie is characterized by Patou 
as suitable only for elegant women who do 
not require long wear of their costumes. 

There is conspicuous use of the shaw] square 
in both silks and woolens. 


2 —— 
opytight, 1924, Fairchild News Servi 
Paris, February 2.—In the Nicole Geoul 
collection, except for her usual group of period 
dresses interpreted in lamé or taffeta, the sil- 
houette is generally straight, short and beltless 
with the long-waisted effects in favor. 
Interest is attached to sleeves which in some 
cases are made wide at the wrist, introducing 
contrasting colors, especially white on dark 
dresses. .... 


By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 2.—Brandt in the opening 
collection offers the choice of two silhouettes, 
a very straight sheath type or the circular 
flaring line. 

Chief interest as usual attaches to the trim- 
mings. Enormous use is made of galalith but- 
tons matching the costume in color. Skirts are 
striped from hem to waistline with buttons in 
graded sizes. Panels are covered with buttons, 
and buttons are also used in border effects. . . . 


By Wireless 
Copyright, 1924, Fairchild News Service 

Paris, February 2.—In a statement to jour- 
nalists referring to the collection of tailored 
suits at his spring opening, M. Patou says the 
greater number of these are made from “Patou 
Crépe” which, he states, is manufactured suc- 
cessfully by an American firm that has his per- 
mission to use his name. 

It is understood that the American firm re- 
ferred to but unnamed in M. Patou’s state- 
ment is the Forstmann Huffmann Corporation. 
M. Patou claims that he introduced the above- 
mentioned fabric two years ago under the 
name, “Grains de Poudre.” 








It will be observed that in these re- 
ports of Paris openings, attention is 
given to the cut or general design of the 
garments shown and to trimming, but 
very substantial importance also is at- 
tached to the fabrics and colors used. 
These openings, as we already have 
seen, are quite largely attended by store 
buyers and others on the lookout for 
new ideas to “put into production” in 
the American garment industries. Daily, 
weekly, and monthly trade papers rapid- 
ly carry the new style ideas to the gar- 
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ment trades.! And the public also is 
prepared for the new changes by news 
items properly circulated. American 
garment designers meanwhile are watch- 
ing the new ideas and the public’s reac- 
tion to them. 

Thus far in this account of the growth 
of a style, attention has been devoted 
largely to garment styles. Changes in 
fabric styles and the resulting problems 
in production and distribution are inter- 
woven closely with them. Even at the 
French openings, as the above reports 
show, fabric makers are on the watch 
for new ideas, although many of them 
will already have had their design oper- 
ations under way in anticipation of the 
market’s preferences for several months 
to come. In fact, it is not uncommon 
for a mill to be a full 12 months ahead 
of the consumers’ purchases in its efforts 
to guess what the consumers’ wants are 
going to be. The further course of 
fabric style development should be 
traced briefly. For example, in antici- 
pation of the fall season of 1924, many 
mills made their preliminary designs in 
September of 1923. In October of 
1923, the tentative designs which had 
been drawn to the number of perhaps 
1,000, or perhaps i,200, had been re- 
duced by a process of elimination to, 
say, not over 600 variations of a rela- 
tively few patterns in various color com- 
binations. As a result of the judgment 
of salesmen, and others likely to gage 
the market well, these sample sugges- 
tions were still further reduced by the 
end of the year 1923, and enough 
sample lengths were made to enable the 
mill to know what it could quote as 
prices when their lines were formally 
opened to the trade about February 1, 


* During the spring of 1924, the Dry Goods 
Economist, of New York, has been supplementing 
its previously employed methods of circulating 
authoritative style news among merchants by the 





1924. Thus when the couturiers were 
opening their light-weight-season gar- 
ments, the mills were opening their lines 
of heavy-weight fabrics. 

After the openings of the mills’ heavy- 
weight lines, there normally follows the 
period of waiting and solicitation during 
which the aim of the mills is to get 
enough orders ahead to keep a reason- 
able amount of machinery active. By 
June of this year the direction of the 
fashion trend for the new heavy-weight 
season will be fairly clear. By the time 
this article is in print in July, if the sea- 
son is at all typical, the market will have 
become clamorous for goods which can- 
not be woven in time to be made into 
garments for delivery before the fall 
peak of public demand has passed. 
There is of course a general trend of 
fashion, and success in style lines de- 
pends largely on ability to forecast this 
trend. 

All of the confusion and uncertainty 
due to the shifts in the character of de- 
mand would be costly enough, if the 
original creator of new things were sure 
of the proper rewards for his originality 
and if the wise forecaster of the future 
were sure of the proper compensations 
for his good judgment. But when to all 
these necessary uncertainties there is 
added the confusion due to free and un- 
restricted piracy, the result is a costly 
and ruinous state of chaos. There is no 
adequate or feasible copyright or patent 
protection for textile or garment de- 
signs. Each originator of a new idea of 
merit must reckon with a flock of pirates 
ready to use all the arts of imitation to 
skim the cream from the market while 
the idea is popular and new, and to 
hasten its abandonment by making it 





use of illustrated advertisements, setting forth the 
latest style developments, covering several pages 
in high-grade magazines reaching the consuming 
public. 
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common and vulgar through cheap and 
tawdry imitation. One result is that as 
a precaution against design robbers each 
creator is obliged to make all his early 
moves with utmost secrecy and must, if 
possible, complete his sales and with- 
draw from the market within less time 
than these commercial highwaymen re- 
quire for getting into action. 


IV 


It is thus clear that the third phase 
in development of styles—namely, put- 
ting the goods into large-scale produc- 
tion—is beset with serious and costly 
dificulties. What started out as a 
creative process becomes now a problem 
in large-scale production of a highly 
speculative and uncertain character. It 
is a combined game of skill and chance 
to produce popular selling goods on a 
large scale, following the style trend 
which has manifested itself. But it is 
clear that this represents a separate busi- 
ness from style creation. Its relation to 
style creation is, as has been pointed out, 
analogous to the relation which the 
picture reproduction business bears to 
the work of the great painters. Its task 
is to make new ideas available to wide 
markets through legitimate channels 
quickly and at a cost which is not neces- 
sarily high and not, on the other hand, 
on the close profit-margin basis to which 
staples tend. 

The textile-mill man, who makes pop- 
ular selling lines of goods subject to 
style influence, has been likened to a 
man watching a flock of birds flying over 
a grove and betting his year’s profits on 
his ability to guess which tree the flock 
will select for a roost. It is reasonably 
sure they will all move in response to 
some flock impulse, so the other trees 
will be left unoccupied—but which tree 
will be selected and how long the selec- 


tion will satisfy the flock are matters of 
utmost uncertainty. To the uninitiated 
the business has the appearance of being 
an enormous gamble with hardly a sport- 
ing chance for success. It is partly by 
native gift and partly by practice that 
ability to forecast trends comes to take 
the place of mere chance. 

One of the noteworthy and hazardous 
features of this mass-production stage 
in development of textile styles is the 
fact that styles may change almost over- 
night, while the process of produc- 
ing and distributing textiles takes time. 
From three to six weeks for production 
and equally long for wide distribution 
are the shortest time limits practicable 
for operation on any considerable scale. 
More often from four to six months are 
necessary for the economical production 
and delivery of a mill’s products. This 
means that during an ordinary six-month 
season a mill aiming to produce style 
goods in quantity often spends the first 
half of that time trying to guess the 
trend of the market and hoping for 
definite orders, and the last half in 
feverish overtime production to meet de- 
mands assuming definite form too late 
to make all of the desired production 
possible before the end of the season— 
or, in other words, the textile manu- 
facturer’s six-month season consists of 
three months of waiting and three 
months of rushing, neither of which con- 
ditions is good for mill operation. 

Here again the hazards due to piracy 
and theft of designs are always present. 
Any best seller in the textile business is 
in a position not unlike that which would 
prevail in the book trade if there were 
no safeguards against piratical reprints 
of books before the copyright had ex- 
pired. 

It is impossible to make a parallel 
tabulation of the various steps in the 
history of a style season which will be 
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accurate for any given season, to say 
nothing of being a correct and perma- 
nent picture of all seasons. Many 
factors enter to make the schedule ir- 
regular. The movable date of Easter 
(the recognized climax of the spring 
style calendar) is only one of many 
factors making for uncertainty. The 
weather also has a marked effect, gen- 
eral economic conditions have their in- 
fluence, and some seasons develop slow- 
ly or rapidly for no outwardly apparent 
reason. It may be worth while, how- 
ever, to list some of the main steps in 
the seasons’ progress for some of the 
chief factors in the clothing trades and 
industries in order to get some idea of 
how the successive stages interweave. 
The table on page 430 is an approxi- 
mate picture of a single 12-month period. 

It is evident that in a business calendar 
like this and under piratical conditions, 
over which there is no effective public 
control, the “selling house” whose busi- 
ness and whose methods of selling are 
based on the selling of staples is not 
likely to be able effectively to plan and 
execute sales strategy which calls for 
the wisdom of serpents, the jealous and 
alert pride of creators, and the astute- 
ness of pirate dodgers. The launching 
of new creations is, as we have shown, 
a business by itself; the profitable pro- 
duction of best sellers is another; and 
the mass selling of staples a third, and 
there is little in common between them. 


V 


For the fundamental social uneasi- 
ness due to constant search for new 
forms of expression of taste in dress, 
there probably is no remedy. Few peo- 
ple would willingly forego this means of 
artistic expression. If periodic change 
in garment designs is desirable, it will 
be had only at some irreducible min- 





imum of cost in addition to the cost of 
producing clothes for mere coverage. 
This urge for change is particularly 
strong in the women’s clothing field, but 
even men are not insensible to style 
changes. They are scrupulously careful 
about the width of trousers and the 
shape of hat brim, even though they 
may be inarticulate in sweeping matters 
of style. Someone has described them 
as having “no language but a tie.” In 
fabrics, to be sure, they do indicate pref- 
erence and make changes from time to 
time; and yet if all the style problems 
were as simple as the problems of men’s 
wear, there would be no trouble about 
their solution. Efforts to make men 
more exacting and variable in their 
clothing never have met with enthusiasm 
among more than a small part of the 
total male population. The very young 
and the very idle and the very rich have 
been the chief support of extremes in 
men’s wear. But with women’s cloth- 
ing in all its branches there is confusion. 

What is the remedy for the present 
economic wastes due to the effort of peo- 
ple, regardless of economic restrictions, 
to dress like the aristocracy of the cap- 
italistic system? In other words, how 
can the cost of popular efforts to keep 
up with the fashions be equitably dis- 
tributed so as not to be an undue burden 
on those who insist on a pursuit of 
changes, the entire economic cost of 
which they cannot themselves defray? 
There is no real remedy that can be en- 
forced without such sacrifices of free- 
dom in expression through dress as are 
not likely to be made. Variety can be 
had only at some expense; so long as 
the variations are insisted on they must 
be paid for. But the fact that change 
and variety involve some cost does not 
make it necessary to enhance that cost by 
useless adjuncts and needlessly wasteful 
methods of bringing the changes to pass. 
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On the other hand, it is certain that in 
the long run the public will become con- 
cerned to get the variety it wants by such 
methods of reasonably efficient proce- 
dure. 

Some steps toward eliminating need- 
less waste in the process of developing 
styles and fashions are here suggested: 

1. The prime requisite for better- 
ment of the whole textile and clothing 
business is some form of adequate pro- 
tection for designers. It is not an ex- 
aggeration to say that the direct costs 
and the indirect public losses due to the 
piracy of designs in fabrics and gar- 
ments are fabulous. All the uncertain- 
ties due to style changes are magnified 
by this chronic state of insecurity due to 
the unpunished theft of new ideas. In 
most fields of creative art the security 
given to originators has become a mat- 
ter of course. Concerning other prop- 
erty rights protection and security are an 
integral part of the present social order. 
In this one field of invention there is 
no security from piracy, infringement, 
or downright theft of ideas. If such a 
state of affairs existed with respect to 
physical property, we should find life in- 
tolerably costly and insecure; even if it 
were prevalent only with respect to 
artistic creations as a whole, the confu- 
sion produced by the need for secrecy 
and for swift commercial maneuvering 
would be a heavy social burden. And 
yet in this field of styles and fashions 
no protection exists in this country. Any 
talk of mitigating the other evils of the 
clothing world which result from the in- 
security of property rights is idle and 
fruitless, so long as the only spur to 
creative action is accompanied by the 
certainty that the rewards of originality 
can be got and retained only by methods 
which keep the whole trade in a state 
of suspicion and dread. 

There can be no logical or practical 





objection to the protection of originality 
in this field and to giving it guarantee 
for reasonable periods corresponding to 
those given to inventors and artistic 
creators in other fields. It is incredible 
but true that thus far all proposals put 
before Congress to this end have been 
regarded as an expansion of special 
privilege, smacking of monopolistic ten- 
dencies. And thus the clothing costs of 
the people are kept up by the same vig- 
ilant foresight that so eloquently ‘“‘soaks 
the rich’’ and earns the gratitude of a 
safeguarded constituency. 

The first and greatest need for check- 
ing the costly evils now existing in the 
industries and trades aiming to enable 
the people to be decorative in their cloth- 
ing at reasonable cost is the outlawing 
of design piracy. 

2. In what we have described as the 
creative lines it is evident that there is 
enormous value in a reputation for 
originality. The establishment of this 
obviously is in two parts, the first being 
to merit the reputation by actual crea- 
tion and the second to develop the rep- 
utation when it is merited. For the 
first, there is only one procedure. It is 
like a talent for music or painting. One 
has it, or he has not, and that is the 
end of the matter, so far as creative 
ability is concerned. The second step is 
not so completely ordered by the stars. 
One can, of course, sit and wait for the 
world to beat its way over commercial 
lands and seas to buy sartorial mouse- 
traps from him. Sometimes this is suc- 
cessful, but more often the clothes-buy- 
ing public is diverted long before the 
necessary trail has been beaten. Prac- 
tically every successful designer widely 
known today for fabrics or garment pro- 
duction has attained his eminence by 
letting the public know that he is a 
great creative genius. Singly or in 
groups the Paris designers have kept 
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the public close to the thought that the 
Paris creators are the only authoritative 
originators of good ideas in clothes; and 
usually it is made clear that among this 
select circle the speaker, whoever he 
may be, is the conceded chief. The best 
of American advertising practice cer- 
tainly is more firmly grounded in sound 
principles than the French. And yet, 
creators of new ideas in the textile field 
in this country hesitate to make adequate 
use of this device for the development 
of authoritative leadership employed so 
successfully in such lines as are called to 
mind by the names : Steinway, Packard, 
Eastman, Victor, Disston, Stetson, or 
Hart, Schaffner & Marx. Some have 
made a beginning, it is true, but none 
really has laid hold of its possibilities. 
To say “advertising” to most men in 
the American textile and kindred indus- 
tries is to stir up a flock of specious 
reasons for its unavailability. The de- 
signers of clothing and textiles appar- 
ently are destined to have the same ex- 
perience which has come to other trades 
and industries in discovering with sur- 
prise how adaptable a too] this modern 
method for multiplying intelligent con- 
tacts really is. 

3. Popular selling lines even more 
than the high style creative lines de- 
pend for their success on popular favor. 
It is axiomatic that popular favor is a 
capricious thing, and it is assumed com- 
monly that because capricious it cannot 
be directed and stimulated. A genera- 
tion ago this may have been true; at 
least there was then little evidence to 
the contrary. But within the past 30 
years, many public habits have been 
changed by other than the slow-moving 
means of the growth of needs. Méil- 
lions of people with neither artistic 
ability nor chemical skill have become 
amateur photographers largely as the 
direct result of advertising. By liberal 


use of the same device, the change from 
horse-drawn to motor-driven vehicles 
has been accomplished in this country 
at a rate far more rapid than has char. 
acterized the same change elsewhere: 
hand-made shoes have given way to the 
factory-made product; soap flakes have 
largely supplanted bar soaps for certain 
purposes; electric household appliances 
have come into general use; rubber heels 
have become almost universal; even fac- 
tory-made clothing has obtained a stand- 
ing not dreamed of a few years ago. 
These, and many other instances which 
might be cited, represent actual changes 
in the buying habits of large numbers of 
people. The merits of these products 
perhaps would have gained acceptance 
for them in time, but with the aid of 
this device for shaping the thoughts and 
habits of the people the process has been 
expedited at a rate for which no parallel 
previously existed. 

In all essential particulars the task of 
the maker of popular selling style goods 
is precisely the same as that to which 
effective force has been applied with suc- 
cess. The reluctance of makers of 
goods of this type to utilize advertising 
is due partly to conservatism, partly to 
perplexity over urgent immediate prob- 
lems which must be solved from day to 
day, and partly to the lack of that spark 
of imagination necessary to enable some 
venturesome soul among them to see the 
possibility of using this weapon in con- 
trolling those forces which so long have 
driven him. Public taste and habits are 
shaped effectually by advertising, and it 
is upon public taste and habits that the 
life and success of makers of popular 
selling lines depend. By the proper use 
of the right sort of advertising the 
maker of popular selling lines can har- 


ness the force which now keeps him al- 


ways at its mercy. 


4. As a corollary to the more eco- 
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nomical conduct of the trade in popular 
selling lines should come some perma- 
nent and effective outlet for unavoidable 
style failures. As matters now stand, 
the dread of producing or having on 
hand a surplus of poor sellers has given 
rise to the cannibalistic “distress-mer- 
chandise” seasons which occur twice a 
year and cast long, dark shadows before 
and behind. If, for example, some 
simple method of open sale (like a 
series of such auctions as are conducted 
each year in certain trades) could be 
set up by which it could be made sure 
that left-overs would get the full bene- 
fit of open bidding, while buyers had 
full knowledge of what was available, 
the evil results of bad guesses could be 
reduced to a reasonable minimum and 
the public in a measure relieved of the 
present burden of exaggerated style- 
hazard costs. 

5. Finally, there is food for thought 
in the idea that staples, gray goods, or 
other fabrics, and even garments in 
which the style factor is negligible, are 
by nature commercially distinct from 
designed goods or garments and that 
they require a_ selling mechanism 
adapted primarily to getting larger 
volume of sales at a small margin of 
profit. To these staples the old methods 
of bulk selling, such as characterize the 
commission-house business, are appli- 
cable. As far as possible the depart- 
mentization of selling houses should 
increase whatever separation now exists 





~ 


between the selling of these goods and 
of the lines which are commercially 
more complicated. In this field also 
there is need for a new conception of 
the utility of a good name widely known 
by consumers. Within the narrow circle 
in which they circulate, mill men, gar- 
ment makers, and selling houses mak- 
ing or selling staples are well known. 
But there are few among the makers of 
this class of goods who grasp the truth 
about the narrowness and insecurity of 
their commercial reputation. To most 
of them advertising is mere puffing of 
wares, costly and undignified, fit for use 
in the sale of chewing gum but not for 
textiles. As an anchor to windward, 
this means of contact with the public 
makes no appeal; as a creator of good- 
will it is regarded as an extravagant 
superfluity. Even the fact that a 
widely advertising manufacturer re- 
cently floated an issue of new stock by 
popular subscription in three days, 
while the securities of established non- 
advertising competitors could not be 
moved, leaves a textile selling-house 
cold. But even in this conservative field 
the many uses of intelligently built pub- 
lic contact are penetrating gradually. 
It is a safe prediction that among the 
survivors of the present strained period 
of production and distribution in the 
textile and clothing industries the names 
which stand for something definite in 
the mind of the public will be con- 
spicuous. 














FUTURE DEVELOPMENTS IN RETAILING 


By PAUL M. MAZUR 


NCIENT as it is, it would seem 
A that the retail business should 
have reached a point of relative 
stabilization in its development years 
ago. Asa matter of fact, it has changed 
rapidly only in the past few years and 
is as yet far behind the stage of in- 
tensive development reached by manu- 
facturing and mining. The character of 
the business is such that it is impossible 
to treat it categorically as an exact sci- 
ence; the large store has a quasi-monop- 
oly of trade due to the phenomenon of 
limited retail areas; the consumer mar- 
ket with which the retailer deals is unor- 
ganized. These have combined to make 
intensive development slow, as com- 
pared with the rapid development of 
manufacturing. The retail business has 
not had the same pressure applied to it. 
But though development has been 
slow, there have been notable changes, 
especially within the past 10 years. One 
of the most significant is the growth of 
the chain-store system. During the past 
decade the chain store, as a power in 
retailing, has demanded and received 
recognition. Today there are hundreds 
of corporations distributing thousands 
of products through chains of stores. 
These developments seem to indicate a 
trend away from the department store, 
which offers to its patrons the opportu- 
nity to buy under one roof items sold by 
a score or more of separate chain units. 
Within the department store itself 
there has been a noticeable development. 
Certain corporations are engaged in the 
operation of one department in each of 
a number of stores. These depart- 
ments, ostensibly operated as a part of 


that store, are really units of a chain, 
each of which is housed in a department 
or specialty store. 

Why are these developments taking 
place and what is their probable out- 
come? 

A brief analysis of the department 
and chain store indicates a possible an- 
swer to the question. 


I. Analysis of Department Store 


A department store is a group of 
some 50 to 150 departments, at least 
one-half of which have nothing in com. 
mon with one another except that they 
are housed under the same roof, super- 
vised by the same general management, 
and can do business with approximately 
the same consumers. If a department 
store has developed a volume of 
$10,000,000 in 100 departments and 
the departments are alike in size, the 
average volume would be $100,000 for 
each department. Advantages in pur- 
chasing are based on volume, but the 
department doing a $100,000 business 
has little buying advantage of which the 
single store carrying a similar item may 
not avail itself, if it too does a $100,000 
business. The size of the whole store’s 
business quickly loses its importance 
when it must distribute its purchasing 
power in scores of markets. 

The department store lacks complete 
specialization. It is to be assumed that 
the best ability of the department-store 
personnel is usually found in the chief 
executives and used in the general man- 
agement of the business. In the spe 
cialty-store or chain-store system the 
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entire organization is interested and 
<oncerned in the important details of a 
few departments. The consumer and 
resource markets are intensively ex- 
ploited. In the department store the 
‘ntensive merchandising is in the hands 
of a department manager or buyer. 
Outside assistance, research, and de- 
velopment can be only general in char- 
acter. The exploitation of each depart- 
ment is primarily dependent upon one 
man. 


Convenience and Style Goods 


Retail merchandise may be divided 
roughly into two groups: 


1. Convenience items; namely, items 
of relatively small price which depend 
for sale primarily upon convenience of 
location; 

2. Dry-goods and style items. 


The former class includes novelties, 
notions, drugs, food, and tobacco prod- 
ucts. The latter includes clothing, ac- 
cessories, house furnishings, and piece 
goods. 

Although the department store offers 
the convenience of shopping for many 
items under one roof, it cannot compete 
in convenience of location for any one 
group of items with the corner drug, 
tobacco, or grocery store. Nor does its 
purchasing power compare favorably 
with the chain system handling these 
items. 

Even if successful price competition 
were possible for the single-department 
store, it would still continue to labor 
under a serious disadvantage in the sale 
of convenience items. 

The department store is established 


‘It is the importance of this good-will and the 
desire to capitalize this essential factor, which un- 
doubtedly have been the causes of the growth 
of department stores from small shops to large 
institutions. The small shop that was successful 





and operated for the sale of merchan- 
dise of a fairly high average price. Al- 
though the expensive service features 
do not represent a high percentage cost 
of the total volume, they would impose 
upon a large number of very low-price 
transactions an overwhelming burden. 
These services exist and the consumer 
will use them. If the convenience items 
become increasingly important in the 
department store, the cost of operation 
will be materially increased. 

Although location is important for 
the store selling dry- and style-goods, 
it is not as important as good-will or 
confidence. Convenience merchandise is 
often nationally advertised and branded, 
and the unit prices are so low that confi- 
dence in the name and character of the 
retailer is not important. But in the case 
of dry-goods and style items, the average 
consumer is ordinarily inexpert in judg- 
ing values and quality of merchandise 
and because each item to be purchased 
involves the investment of an appreci- 
able amount of money, there is obviously 
a certain amount of buying inertia to 
overcome, confidence to be created, and 
good-will to be built.’ 

Next to food products, clothing is the 
most important item in the retail busi- 
ness. The bulk of clothing is distrib- 
uted through 


1. Single specialty shops 
2. Chain specialty shops 
3. Department stores 


The four essential factors of a cloth- 
ing business are style, price, quality, and 
selling service. The position of the de- 
partment store as a factor in the dis- 
tribution of clothing depends upon the 
type and grade of clothing and also 





—that is to say, the shop that enjoyed the con- 
fidence and good-will of the public—began to 
extend its activities over an ever-increasing num- 
ber of departments, until eventually it became 
what we now know as the great department store. 
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upon which of the four factors are em- 
phasized by the public. 

There seems to be some psychological 
value in the specialty shop for men. 
At least, the general department store 
appealing mostly to women finds it diffi- 
cult to build a men’s business as a co- 
ordinate part of the whole enterprise.” 

Convenience and isolation are more 
important to men than to women. Shop- 
ping is not a natural habit with men 
as it is with women. Men’s clothing 
has reached a stage of relative stand- 
ardization. The style factor is not so 
important as in women’s wear; national 
brands have been more fully exploited; 
individual store good-will and the nec- 
essity for local interpretation of wants 
lose some of their importance. It would 
seem, therefore, that the men’s business 
has a good chance to seek the specialty 
shop conveniently located, and more 
particularly the chain shops where the 
logical reasons for low prices may be 
exploited. 

Although all four factors—style, 
price, quality, and selling service—are 
important in the sale of women’s cloth- 
ing, the factor of supreme importance 
to women is style—style fitted not only 
to the community but also to the patron- 
age of the store. Even when price is 
very important, it does not overshadow 
style, but more often determines the 
kind and grade of business for which 
styles must be provided.® 

In women’s wear, style, price (value) 
and quality are not subject to absolute 
measurement by chemical analysis, di- 
rect price comparison, or absolute style 
standards. Their measurement depends 





2 This may be due to the fact that the depart- 
ment store grew from smaller shops which ca- 
tered to women, although a few stores grew from 
men’s business. Some department stores have at- 
tempted to solve the problem by housing the 
men’s departments in a separate building, while 


upon the skill of selling service and the 
customer’s confidence in the store and 
its advertising. The specialty shop 
privately owned offers the opportunity 
of personal interpretation of the wants 
of patrons and more particularly the 
opportunity of personal, authoritative 
selling service. The relationship be. 
tween the consumer and the department 
head is apt to be more impersonal than 
between the store owner and his patron, 
Personal service and presumably in- 
dividually selected merchandise are the 
advantages of the specialty shop, and 
for these reasons it has held and prob- 
ably will hold the highest grade of 
business. 

The department store deals in mass 
and is much more impersonal. Volume 
is its strength, and it must obtain volume 
if it is to be able to get and to give 
price concessions. The average depart- 
ment store finds difficulty in operating 
its style departments successfully. And 
it is in this branch of the business that 
specialty shops have made their greatest 
inroads. 

As a result of this fact, and the neces- 
sity of procuring volume purchases, two 
developments may be noted, namely: 
(1) the growth of resident buying offices 
and, (2) the increasing custom of leas- 
ing departments. There are already 
hundreds of resident and associated buy- 
ing offices. These give some of the ad- 
vantages of group buying to separately 
owned stores. The interests of buyer 
and store, however, are not always iden- 
tical. The knowledge of the selling 
market possessed by the resident agent 
usually cannot be detailed or accurate. 





many separate the men’s departments from the rest 
of the store. 

8 Sometimes quality is a determining factor— 
for example, in the case of the economical! house- 
wife or business woman—but ordinarily ob- 
solescence in women’s clothing is far more im- 
portant than depreciation or wear. 
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When there exists the combination of 
accurate knowledge of the community's 
needs and the ability to satisfy these 
needs quickly and economically, the resi- 
dent buying plan in the resource market 
is successful. 

The plan of leasing departments to 
foreign corporations is expanding rap- 
idly. This plan adds to the advantages 
of the department store many of the 
benefits of chain-store operation. The 
danger lies in admitting any foreign sub- 
stance into an organic body. So long 
as the contractual requirements are met 
by the lessees, the owner of the store 
is apt to adopt a laissez-faire policy to- 
ward the leased departments. And in 
the relief from responsibility there is 
also a lessening of pressure; the chain 
of leased departments, therefore, often 
does not enjoy local supervision to any 
greater degree than the chain-store sys- 
tem. As in the case of the resident 
buying office, the interests of the store 
and the department owner may not be 
identical at all times. The good-will 
of the leased department is, after all, 
being built for the store; there is no 
permanent equity for the lease owner. 
Short-time policies may overshadow the 
wiser long-time program. In spite of 
these disadvantages, the plan of leased 
departments is certain of extensive de- 
velopment, particularly in cities of me- 
dium size. 

The department store has certain 
other advantages. Being housed within 
one building, it is subject to constant, 
even though general, supervision by the 
chief executives. It is older than the 
chain stores and has therefore estab- 
lished its good-will. To duplicate the 
distributing service of the department 
store by means of specialty shops in a 
chain or as individually owned units, it 
is necessary to operate a large number 
of separate enterprises each of which 
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must build an individual good-will at 
great expense. Moreover, specialty 
shops ordinarily use street-floor loca- 
tions which represent a large percentage 
of the rental value of the building; and 
a one-floor department store obvious'y 
would be uneconomical. Finally, the 
department store, through its volume 
and multiplicity of departments, can af- 
ford to use relatively large advertising 
space frequently and, through its spe- 
cific appeal on certain items, it can bring 
in people who represent possible cus- 
tomers for many other items. 


II. Analysis of Chain-Store Systems 


The chain-store system is a group of 
stores selling merchandise limited as to 
type or price. The chain system is in- 
terested in one kind of business. Every- 
one in the organization, from the office 
boy to the president, seldom goes out- 
side the field of that specialty, and with- 
in its limits is able to intensify the oper- 
ating methods. The chain system stands 
or falls on the results of its specialty and 
while the chain organization may be 
more dependent upon style, market, and 
economic changes than the general store, 
it has the advantage of intensive ap- 
plication. The chain systems have large 
distributing powers and through speciali- 
zation are able to develop new re- 
sources, to offer variety of stocks not 
found in the general store or in the 
specialty store which is dependent upon 
its own resources for its results.‘ 

The advantages of specialization 
apply also in the use of selling appeals, 
methods of display, and training in ex- 
pert salesmanship. 

Undoubtedly the most important of 





The tremendous variety carried by the Wool- 
worth chain is a powerful tribute to the advan- 
tages and resourcefulness of an organization con- 
centrating upon a limited field. 
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chain-store groups, both in size and in 
apparent success, are those which dis- 
tribute convenience items.® One of the 
most important elements in the success 
of these groups is the location of their 
several units. Each of the units of these 
chains is almost always located most 
centrally in its consumer market. Chain 
systems are willing and able to bid suc- 
cessfully for locations against competi- 
tion.® In obtaining and maintaining con- 
venient locations for its several stores, 
the well-established chain system has a 
tremendous advantage over the individ- 
ually owned shop. 

The chain store of convenience items 
has a psychological advantage in selling 
appeal. The established reputation, the 
lack of expensive service features, the 
advertising, and the inferred reasons 
for economy combine to give an impres- 
sion of underselling. All of this is in 
addition to the real price concessions 
obtained by consolidated purchases and 
economy of operation. 

Neither the department store nor the 
single-convenience store can compete 
successfully against the chain store. It 
is to be expected, therefore, that conve- 
nience items will more and more seek 
distribution through chain stores located 
either in centers of population or in 
neighborhood districts. 

In the development of department 
stores, the increase in volume came both 





° For analysis of chain-store systerns see Chain 
Stores, Hayward and White, McGraw-Hill, 
1922. 


® This is understandable when it is realized 
that the rent of each unit represents only a small 
portion of the burden on the whole business. 
Granted good judgment in the choice of the town 
or city and the stability in the retail value of 
the locations, the natural growth of the district 
will within a few years (and these groups usually 
take long leases) turn an excessive rental into a 
reasonable figure, and in the later years into a 
very attractive proposition. 


through growth of the several depart. 
ments and also by the addition of more 
departments to the retail units. More 
recently growth has followed the lines 
of duplication. The successful operator 
of the specialty shop often has opened 
another shop of similar character in a 
near-by city. The Penney system is un- 
doubtedly the most striking example of 
growth by duplication.’ Its start and its 
great growth in small towns would indi- 
cate that the reaching of a saturation 
point, or at least the curve of diminish. 
ing return in a particular community, 
prompted the far-sighted pilots of the 
company to grow by duplication. It is 
interesting to note that the location of 
the Penney stores is usually and pur- 
posely in districts where relatively low 
rents are the rule. 

In small towns the location of style- 
and dry-goods stores is not so important 
as in large cities. The number of stores 
in the town or smaller city is not suffi. 
ciently large to impose a burden upon 
the shopper. Word-of-mouth advertis- 
ing probably spreads rapidly. In the 
larger cities the bulk of the population 
finds sufficient competition within the 
confines of the intensive retail district 
and is less prone to seek stocks which 
are not within convenient reach.® 

Sometimes low prices are associated 
with low rentals. The economist’s 
theory that rent is not a factor in price 





7The Penney system is about 20 years old. 
It now includes 500 stores with an annual volume 
of $62,000,000. Its units are located primarily in 
towns and cities of small size. Its principle of 
ownership is effective and ingenious, and_ its 
methods of operation sound. It has gone a long 
way to eliminate those weaknesses of chain-store 
operation which are due to absentee ownership. 


8It is of course possible to build a business ovt- 
side of the retail district. Advertising and 4 
long-established reputation can be substituted for 
high-rent locations, though it would seem that 
the same effort applied to a good location would 
bring increased return. 
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is not always accepted by the byway 
retailer and the “value” hunter. For 
that reason the shop selling merchandise 
of fairly high unit prices can locate itself 
in the low rental districts and appeal 
to those who feel that it is economical 
to buy there. Not often will this busi- 
ness become a serious competitive factor 
in the town. For if it should, it is apt 
to change real-estate values and elimi- 
nate the very cause of its appeal. 
“Credit” or “instalment” clothing 
stores also can establish themselves out 
of the high-rent districts. Selling credit 
primarily and merchandise secondarily, 
the credit store chains have been suc- 
cessful. They satisfy a real need or at 
least a real demand; and it is likely that 
they will increase in strength and num- 
ber, catering to those people who must 
mortgage the future to satisfy the needs 
of the present. There is only a limited 
section of the public which needs the 
device, for most people feel there is a 
social stigma attached to buying clothes 
on a part-payment plan. This prejudice 
does not exist against the instalment 
furniture and house-furnishings stores, 
the growth of which has had a de- 
monstrable effect on retailing. Great 
chains of instalment furniture houses 
with a tremendous purchasing power 
have grown up so that many department 
stores, in order to sell furniture in com- 
petition, have adopted some if not all of 
the features of the part-payment or club 
plan. The instalment furniture chains 
will compete for the furniture business 
of the community with the department 





* Furniture is a relatively fixed asset that de- 
preciates slowly. The periodic payments are 
insured by the existence of the furniture as col- 
lateral. Clothing is perishable. The collateral 
wears out quickly and depreciates more quickly. 
Its seizure would undoubtedly not be unwelcome 
to the buyers after a reasonable time of wear- 
ing had elapsed, and certainly would not be ob- 
vious to the neighbors, whereas the removal by 
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stores of medium grades. But the 
credit clothing store will probably not 
become an important competitive factor, 
because it is doubtful that the social in- 
hibition against buying style- and dry- 
goods on time payments will be re- 
moved. 

For reasons outlined, in the section 
on department-store analysis, chain 
men’s clothing stores will probably suc- 
ceed in competition with individual de- 
partment or specialty stores. 

The chain specialty shop selling 
women’s wear is rather a hybrid between 
the department store and the single 
specialty shop. It shares equally with 
or even exceeds the department store 
in the value of volume in price buying. 
Ordinarily it has not the advantage of 
individual large outlets and mass dis- 
tribution of the department store and 
must therefore do a more careful job 
in the selection of merchandise, if it is 
to avoid serious losses. It does mass 
buying; but because of the necessity of 
offering it in fractional parts to the pub- 
lic of a particular community, it cannot 
convert that power into mass selling in 
a way that can be impressively visualized 
by its patrons. 

It is in the hiatus between the buy- 
ing and selling of merchandise that the 
greatest weakness of the chain clothing 
store lies. It is not only a question of 
interpreting the general style needs of 
the community and patronage of each 
store, but there is also the necessity of 
having accurate knowledge of the con- 
stantly changing stock condition of each 





force of furniture from the home not only leaves 
an unpleasant and conspicuous gap but is a mat- 
ter of neighborhood scandal. Pride thus becomes 
an ally of the collector of payments on furniture. 
There is no such social pressure for payment to 
encourage the sellers of wearing apparel to ex- 
tend part-payment plans. Unit prices in cloth- 
ing do not require credit accommodation to the 
average individual as do those of furniture. 
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store and the specific needs of that 
stock. 

Assuming that the central buying of- 
fice succeeds in interpreting pretty ac- 
curately the general and specific needs 
of its several stores, the danger of the 
break between buying and selling will 
continue to exist. The buying and sell- 
ing of clothing are integrally interre- 
lated. Merchandise is often sold be- 
cause the head of the selling force is 
able to explain to each member of his 
organization the reason for each pur- 
chase and to communicate a measure 
of his own enthusiasm. Finally, the 
merchandise bought by the local seller 
becomes his own responsibility, whereas 
the burden of proof is definitely upon 
the merchandise when bought by the 
central office and shipped to each store. 
Only in the rare case of a seller’s com- 
plete confidence in the judgment of a 
buying office, located and functioning 
separately from the several sales units, 
will the buying have any effectiveness 
as a selling factor. In some cases, in 
the effort to fill the gap, periodic visits 
to the market are made by the local 
store representatives—the wants of the 
store in the interim between the visits 
being filled by a central organization 
concerned with the study and satisfac- 
tion of the needs of a relatively small 
group of stores in which that buying or- 
ganization is vitally interested.’® 

The department store is greatly de- 
pendent upon the department manager 
for intensive merchandising. The chain 
store is dependent upon the local man- 





10 This plan is adequate and even an advan- 
tageous substitute, for use by individual small- 
shop merchants of buying agents or resident buy- 
ing offices having nothing at stake and limiting 
their activities primarily to job-lot buying and to 
the circulation of market information. 

11 The mail-order business will continue to be 


a factor, depending for its importance upon the 
degree of chain-store development. It is likely 


ager for efficient selling and interpre. 
tation of local demands. In the sale 
of style- and dry-goods, the necessity of 
building good-will in each city in which 
a unit is located is obvious. Its estab. 
lishment is expensive. The success of 
the specialty shop, particularly the small 
shop of the medium and better grade, 
is based upon individually or very care. 
fully selected merchandise and individ- 
ual service for a group of consumers, 
This fact adds to the hazard of the busi. 
ness the question of the permanency of 
the owner or manager. The good-will 
of the specialty shop is not so impersonal 
and therefore has not the inertia of the 
department store. 


III. Retailing Developments in V arious- 
Sized Communities 


The probable future developments of 
retailing will undoubtedly follow dif- 
ferent lines in the smaller towns, up to 
50,000 trading population, from those 
in the medium-sized and larger cities. 
In the small communities the competi- 
tion for the bulk of the retail business 
will probably be between the general or 
department store, the chain unit of simi- 
lar character, and mail-order houses." 
In the struggle with chain stores and 
mail-order houses, the single unit will 
suffer materially and increasingly. Its 
volume will not permit favorable com- 
petition on items in which price is the 
essential thing. In style-goods the in- 
ability of the single store to employ ex- 
pert management and the impractica- 





that specialty shops will not abound in cities un- 
der 50,000 trading population. Ordinarily the 
specialty shop satisfies a small part of the needs 
of a section of the buying public. The average 
small city does not offer the opportunity for suffi- 
cient volume in one or a few items to induce 
any great influx of specialty shops. The house- 
to-house selling plan is not of sufficient impor- 
tance to require consideration at this time. 
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bility of frequent market trips will give 
the chain store with its central buying 
ofice an advantage both in price and 
in newness of style. This will be par- 
ticularly true of stores located some dis- 
tance from the resource markets, and 
even the use of central buying agents 
will not offset the advantage of the 
chain unit. 

The foreign character of the chain 
store may be somewhat of a disad- 
vantage, but how briefly this attitude can 
hold out against the economies of chain- 
store shopping is fairly well evidenced 
by the success of the chain grocery 
stores. Besides that, the chain store can 
acquire a local character if its local rep- 
resentative becomes a part of the com- 
munity life. Just as the chain system 
can secure local identity through the 
person of its manager, so the local in- 
dividual store can add the advantages 
of chain-store operation by uniting with 
stores in other small cities to form chain 
systems. This latter development rep- 
resents a very real possibility in the fu- 
ture of retailing in towns of small size. 

In cities of medium size the competi- 
tion will be between the department 
stores, the individually owned specialty 
shops, and chain specialty shops.!” 

The single specialty shop in the me- 
dium-sized city labors under the same 
handicaps as the specialty shop indi- 
vidually owned in the small city. The 
amount of truly specialty-shop or exclu- 
sive business in the medium-sized city is 
not sufficient to support any consider- 
able volume. Its purchasing power is 
therefore small; it cannot afford fre- 
quent visits to primary resource markets. 
In style-goods, particularly those as 
perishable as women’s clothing, this in- 
accessibility of primary markets will 
affect the newness of styles and pre- 


ee 


** It is probable that the general dry-goods chain 
store of small size will not be a serious factor. 





vent the store owner from taking ad- 
vantage of diminishing prices. Distance 
from the primary market increases this 
handicap. 

The competition therefore is apt to 
resolve itself into a struggle between the 
department stores and the chain stores. 
In convenience items or items basing 
their appeal on price, the chain store 
will have an advantage over the average 
department store as organized today. 
When good-will is a vital factor in the 
making of a sale, the department store 
has the advantage of a good-will built 
up by years of service. The chain store 
has the advantage of large-scale buying 
power and the further advantage of 
specialization—the intensive application 
of effort and organization to a limited 
retail field. It is likely that the chain- 
store units will find their greatest field in 
medium-sized cities. The personal ele- 
ment is not quite so important as in 
the small towns, and since the medium- 
sized department stores do a relatively 
small volume and have a correspond- 
ingly small purchasing power in each of 
their several departments, these stores 
cannot support merchandising organiza- 
tions which are able to cope in ability 
with the specialists available to the 
chain system. This situation becomes 
intensified as the distance from the city 
to the primary resource market in- 
creases. 

The result of the competition be- 
tween the chain specialty shops and the 
department stores will depend upon the 
relative success of the chain system in 
exploiting its advantages through its 
local manager as compared with the 
success and rapidity with which the 
department store adds to its own pecu- 
liar advantages those which accrue to 
chain-store operation. 

Cities with over 250,000 trading pop- 
ulation present a situation quite different 





442 HARVARD BUSINESS REVIEW 


from that likely to develop in small and 
medium-sized communities. In the large 
cities there is undoubtedly room for 
every kind of retail agency. The single 
specialty shop can develop sufficient 
volume to withstand competition. The 
chain store can intensify its specializa- 
tion. The department store can de- 
velop large volume in each of its de- 
partments. All three types are likely to 
succeed. The relative success will de- 
pend almost entirely upon the ability of 
the organization and the use of consoli- 
dated purchasing power." 

It has been stated that distance from 
the primary resource markets compli- 
cates the merchandise problems of the 
single units. In this respect one factor 
deserves special mention, namely, the 
growth of European resource markets 
for the satisfaction of American retail 
needs. For years, foreign markets have 
been drawn upon, but their value has 
been more or less limited to strictly 
European products. In style items, the 
European merchandise was not fitted to 
American needs except as individual and 
very high priced pieces. More recently, 
however, there has grown up the prac- 
tice of directing European manufac- 
turers. Now style merchandise is being 
made on American lines but with the 
European stamp and with low-cost 
European labor. However, the de- 





18In the competition which exists now and 
which will grow keener among the department 
stores of the large cities, the skill of the mer- 
chandising organization will determine the degree 
of the success of each competitive unit. In style 
merchandise the ability to pick styles, determine 
the size and character of stocks, and develop re- 
sources will measure skill and success. Price will 
be important but not so important as style selec- 
tion and stock control. In staples, price will be 
more important, and after that control of stocks 
will be the essential requirement. 

Control of stocks is obviously dependent upon 
personnel, but the dependence upon the depart- 
ment manager may be diminished by delegating 


velopment of this practice requires time, 
investment, and organization. Only 
large distributers can make effective use 
of the opportunity. 


IV. Consolidation of Departmen: 
Stores 


The department store of any size and 
in any location has certain points of 
strength and weakness, an analysis of 
which is illuminating. 

The weaknesses may be summarized 
as follows: 

1. It lacks the personal character of 
the specialty shop. 

2. It is dependent to a great extent 
upon department managers for the re- 
sults of each department. 

3. It lacks specialization in the effort 
of the entire organization. It does not 
have pressure of dependence for success 
or failure upon each of the departments. 

4° It dissipates retail volume in con- 
verting it into purchasing power in each 
of the many markets supplying its mer- 
chandise. 

5. It lacks variety of stock in con- 
venience items as compared with novelty 
and notion shops, such as the 5-and-r0- 
cent stores. 

6. As implied above, it has not 
the tremendous advantage of location of 
particular stocks, which is such a factor 





a large part of this control to the chief executives. 
In buying, too, the personnel and _ particularly 
the department personnel is of an importance that 
cannot be discounted. But purchasing power is 
also an essential factor. In the procuring of 
staple items particularly, huge buying power must 
be accumulated before the full value of con- 
solidated purchasing can be realized. The ab- 
sorption of the entire product of mills will elim- 
inate the middlemen’s profit. The standardiza- 
tion and group purchase of supplies can save 
large amounts. The intensive development of 
foreign and domestic supply markets on an 
cient basis offers increasing opportunities, but re- 
quires specialization and large volume to be fully 
effective. 
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in the success of the convenience chain 


stores. 
The advantages can be enumerated 


as follows: 

1. Its good-will already exists, hav- 
ing grown over a period of years. The 
burden of proof is upon the newcomer. 
Many chain or specialty shops must go 
through an expensive stage of develop- 
ment and operate in high-priced, street- 
floor locations to cover the range in dis- 
tribution and good-will now held by the 
department store. 

2. It has a relatively large volume 
which permits extensive advertising. Its 
advertising has real news value, since 
it appears under the name-plate of a 
well-known community institution. Each 
successful specific appeal creates poten- 
tial shoppers for all of its departments. 

3. It offers to its patrons the con- 
venience of shopping for many items 
under one roof. 

4. It has a larger distribution volume 
in each of its departments than that 
of the single specialty shop. 

5. Asa result of its fairly large total 
volume, it is able to attract and hold 
relatively high-grade chief executives. 

6. Since it deals in relative mass dis- 
tribution, it is more permanent in char- 
acter than the specialty shop handling 
style items. Its appeal is less personal. 
Its personnel can be made less impor- 
tant to its continued success than is pos- 
sible in the specialty shop with a per- 
sonal service appeal. 

7. Because of the variety of its de- 
partments it has more stability than the 
average specialty shop. The atmos- 
phere of personal service is essential in 
a high-grade business. It is likely that 
the specialty shop will retain that busi- 
ness, but the specialty shop must remain 
relatively small to hold this advantage. 

In convenience items the department 
store can compete only in price. Since 





convenience items do not represent a 
large part of the department-store busi- 
ness, and since increased volume of sales 
is apt to incur uneconomical expenses, 
it is probable that the department store 
will not attempt very aggressive com- 
petition with the chain stores. 

Therefore, of the disadvantages 
enumerated, only three seem, upon 
analysis, to be truly significant: (1) 
the dependence upon the department 
manager; (2) the lack of intensive 
specialization and singleness of effort; 
and (3) the dissipation of the value of 
volume when reduced into purchasing 
power in many markets. 

These three disadvantages can be 
eliminated by consolidation of depart- 
ment stores into groups. What are the 
specific advantages and disadvantages of 
department-store consolidation? 

Obviously, there are two chief func- 
tions in retailing—buying and selling. 
Of these the more important is selling. 
Although it is necessary to buy first in 
order to sell, after the creation of the 
original inventory it is much more nec- 
essary to sell in order to buy. The 
distribution market must control the 
buying activity. The resource market 
must serve the needs of the consumer 
market. The formula when turned 
around is attended by grave dangers. 

Therefore, any consideration of con- 
solidation must always be from the 
point of view of the complete protection 
of the selling point of view. All this 
means that any organization for the 
consolidation of purchases must be an 
agency of service for the selling units. 
Local initiative and management cannot 
be submerged. The burden of proof 
must always be upon standardization. 
Even within these prescribed limits the 
successful execution of a program of 
consolidation must proceed carefully. 
To the members of such a consolidation 
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there should come the following ad- 
vantages: 

1. Purchasing power of direct value 
in buying staples, which form an im- 
portant part of the volume of sales of 
the department stores; 

2. Ability to buy supplies and equip- 
ment in large quantities at appreciable 
saving; j 

3. Ability to cooperate on style pur- 
chases without destroying individual 
local-style selection; * 

4. Experiments can be made with the 
advantage of distributing the risk; 

5. European markets can be inten- 
sively developed; 

6. Such a group can engineer a series 
of huge and spectacular purchases be- 
yond the reach of any single unit. 

The enjoyment of consolidated pur- 
chasing power need not prevent any unit 
from taking advantage of local and in- 
dividual conditions. 

Besides the tremendous strength of 
consolidated purchasing power, there is 
made possible a strength in organiza- 
tion which is of almost equal im- 
portance. Consolidation offers practi- 
cally all the advantages of the chain 
store useful to the department store. It 
makes possible for each kind of mer- 
chandise carried the development of 
organizations which no one store can 
afford. It makes available continuous 
market knowledge of an intensive char- 
acter. It offers the opportunity of de- 
veloping a group of buying service units, 
each of which will be the most signif- 
cant in its own resource market. These 
units will add strength to the individual 
organization; they will add to each store 
protection against complete dependence 
upon its own buying personnel. 

14 Prices will be influenced by money volume of 
a year’s business as well as by unit quantity of 


individual orders. Accounts will be worth more 
to the manufacturer. The most expert trading 


The existence and proper operation 
of these specialized units, interested jn 
only one section of the general busj. 
ness, will apply a pressure for results 
in each section that will add to the 
strength of the general executive cop. 
trol in each store. Each of these groups 
will correspond to the specialized in. 
terest of the chain-store system. 

From a more general point of view 
the existence of a consolidated group 
will add continuity of management, 
There will be many sources from which 
to draw for organization material. 
Weaknesses can be supported by 
strength from other spots. The oppor- 
tunity for growth will attract men of 
the right quality and the realization of 
those opportunities will prevent mental 
inertia which comes from slow progress 
or waiting for dead men’s shoes. 

The retail business has in the last 
analysis only one asset—organization. 
The overburdening of any organization 
with good men is not advisable. If 
growth of opportunity is not rapid 
enough to use the organization’s de- 
veloping abilities, the development will 
cease; and except under unusual circum- 
stances, sluggishness will set in or a 
tremendous labor turnover will cause 
the loss of valuable human assets and 
make necessary a series of training 
programs. 

The limitation of growth within one 
building in one community is apt to 
have the same result as the attempt 
to keep on increasing the crop of wheat 
from 100 acres of land. Diminishing 
return sets in. It is necessary to invest 
more and more effort and money for in- 
creased results. It is good to reach the 
point of diminishing return and perhaps 





ability can be used to fix prices and terms for 
the group. Organization will be available for the 
search for and development of resources. Style 
tendencies can be noted and circulated. 
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to carry on a bit further. But a con- 
tinued “progress” upon the curve is 
surely not wise. There are undoubtedly 
many other advantages and each of 
these enumerated could be discussed at 
length. But enough has been suggested 
to give a general survey of the industrial 
factors, which will contribute to the 
progress of department-store consolida- 
tion. 

Such a growth will require the invest- 
ment of huge capital. No one man or 
group of men has the means or can 
hazard the risk of carrying the financial 
burden of very large industrial or com- 
mercial enterprises. The public must 
become a partner through the medium 
of so-called public companies, part of 
whose securities is held by public in- 
vestors. 

A large number of people will thereby 
obtain a vital interest in the business. 
To the employees as well as to the 
patrons, the public company offers the 
opportunity to become partners in a 
business in which their services and 
loyalty are essential elements. To the 
owner, the public company may offer 
the opportunity to convert a valuable 
but inflexible security with a limited sell- 
ing market into relatively liquid capital 
—almost a negotiable security. It may 
protect estates from the necessity of un- 
due sacrifice to meet government taxes, 
estate requirements, or unforeseen ex- 
igencies. It should allow the owner to 
spread his risks and insures the stability 
of his fortune against all probable con- 
tingencies. 

To the investor retail securities will 
be of increasing interest. There are in- 
dications that the retail business has a 
stability during economic cycles such as 
has been true of few branches of in- 
dustry or commerce. The retail busi- 
ness deals for the most part with an 
unorganized buying public and resource 





market. Retail prices are not subject 
to the wide fluctuations that govern 
primary commodities. The buying and 
particularly the selling markets are not 
so sensitive as those of wool and cotton. 
The supply of retail goods is not avail- 
able to all markets of demand. Each 
community represents a self-contained 
unit, and in any district the consumers’ 
purchasing power expended on retail 
goods fluctuates slowly and must be 
spread over a relatively small number 
of stores. 

With increasing European competi- 
tion and its varying effect upon the in- 
dustrial life of America, the relative 
stability of the retail business will stand 
out in relief. This will be particularly 
true of that kind of retailing which dis- 
tributes its own risk within its units 
through a large number of commodities 
and operates a sufficient number of 
units to prevent the conditions of any 
one community from seriously affecting 
the total results. 

Generally speaking this advantage of 
stability applies to all retailing. The 
history of chain-store financing gives 
evidence of this fact, but the consoli- 
dated department-store groups have 
some advantages peculiar to themselves. 
The chain of specialty shops must either 
ask the assumption by the public of a 
great risk during the period of build- 
ing good-will or it must grow from its 
own resources. The department stores 
are here. It would take years to build 
them. Since such a process would be 
more expensive, more hazardous than 
the building of chains of specialty shops, 
consolidation should and will take place 
among established stores, the good-wills 
of which are already facts, the economic 
advantages of which already exist. The 
chain store has, except in convenience 
items, a personal character which does 
not have the continuity of strength in- 
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volved in the less personal loyalty of 
consumer to the department store. That 
inertia is a valuable asset from the in- 
vestor’s point of view. Moreover, the 
good department store is often an out- 
standing monument in the business dis- 
trict. The building is a visible real as- 
set which the investor can see. It lends 
a sense of stability and security. It 
puts tangible and visible assets behind 
the earning statement. 


V. Conclusion 


The retail business generally, and the 
department store particularly, offer a 
strong economic and financial appeal for 
development and growth. Undoubtedly 
the chain stores will develop along many 
lines. In small communities there will 
be a tremendous growth of chain sys- 
tems of dry-goods stores. In _ the 





medium-size and large cities there will 
be development in all branches. Credit 
stores will continue to grow; but ex. 
cept in household furniture and furnish. 
ings, the instalment business probably 
will not be an essential factor. 

To the department stores there un- 
doubtedly belongs the premier position 
in present-day retailing. Although 
there are evidences of some loss of 
their strength, it lies in their own hands 
to build themselves into powerful or. 
ganizations able to develop as the needs 
of the public grow and able to with- 
stand economic shocks. Consolidation 
is inevitable if industrial evolution is 
still a force. The past 50 years have 
seen the growth of the single depart- 
ment-store units; the next 50 years will 
see the consolidation of many units into 
large powerful groups. 

















THE AGITATION FOR CONTROL OF THE 
LANCASHIRE COTTON INDUSTRY 


By OWEN JONES 


O render intelligible to readers 

! outside Lancashire the contro- 

versy which, though now quies- 
cent, has raged in that district for nearly 
12 months it is necessary to treat the 
subject historically, at the same time 
paying as much regard as possible to the 
need for relevancy. 

The keynote in the organization of 
the British cotton industry is specializa- 
tion. Although there exists a small 
number of firms which spin and weave, 
the two processes are on the whole kept 
quite distinct and carried on in different 
districts. The spinning industry is di- 
vided in its turn into two main sections 
also geographically separated. Fine 
yarns, from 60s up to 300s, are spun 
from Egyptian and Sea Island cotton in 
Bolton and in Manchester itself. This 
is known as the Egyptian section and 
comprises roughly 20,000,000 spindles. 
The American section with about 36,- 
000,000 spindles produces yarns from 
Is up to 60s from American and sim- 
ilar cottons. This section is located in 
Oldham and adjacent towns. 


I 


Very few mills have been built in 
Lancashire since the 1907-08 boom. 
During the war, however, it was soon 
discovered that any dislocation in in- 
ternational trade is apt to weigh very 
heavily on an industry so largely de- 
pendent on exports. In 1913, 74% of 
the yarn produced in this country was 
exported in the form of yarn or of cloth. 
That proportion is now reduced to about 





69%, but the aggregate has also dwin- 
dled. In 1923 the volume of cotton 
piece goods exported was 59% of the 
1913 total. The average annual vol- 
ume of piece goods exported from 1915 
to 1923 amounted to only 60.1% of 
the 1913 total. The corresponding fig- 
ure for the export of yarns is slightly 
higher at 73.8%. A certain proportion 
of this loss of export trade is due to 
the rise of cotton-manufacturing indus- 
tries in other countries, but there is a 
tendency to overestimate the influence 
of this factor. Up to the present, for- 
eign competition has, broadly speaking, 
done !ittle more than take up the slack 
caused by the reduction of Lancashire 
working hours from 56 to 48 per week. 
The vital fact is the diminution in the 
world’s consumption of cotton goods, 
and until normal pre-war conditions of 
international trade are restored, Lan- 
cashire will remain equipped with an 
excess of manufacturing capacity. 
This, then, is the first difficulty which 
Lancashire has to face. The second is 
a more domestic affair. The financial 
organization of the local cotton industry 
is peculiar in many respects, but accurate 
information is difficult to obtain owing 
to the secrecy practiced with regard to 
company accounts. Here I speak en- 
tirely of spinning concerns, as weaving 
still remains largely in the hands of pri- 
vate companies. Balance sheets are read 
out at company meetings. Few mills 
distribute copies to their shareholders, 
and the financial situation can be prop- 
erly investigated only by exhausting and 
expensive research work at Somerset 
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House, where the law requires all bal- 
ance sheets to be filed. 

It has been a custom for spinning 
mills to work on the smallest possible 
proportion of paid-up share capital, 
bearing a large uncalled liability as a 
reserve for difficult times. For working 
capital, spinners depend to a consider- 
able extent on loans obtained at a low 
rate of interest from local investors. 
These loans are given on no specific 
security but they are repayable at call. 
The advantage of this method of finance 
appears to be that in times of pros- 
perity, the distribution of dividends is 
enhanced by the low rates payable on 
the loan capital. To a considerable but 
unknown extent, the loans represent the 
savings of the operatives. This con- 
tributes to the stability of the industry, 
but the only apparent advantages gained 
by the lender are the physical visibility 
of the enterprise in which he has in- 
vested his savings and the facility with 
which small amounts can be deposited 
and withdrawn. 

In times of trade depression like the 
present, this system of short-loan cap- 
ital can become a grave danger to the 
credit structure of the industry. If no 
profits are earned, no dividends need 
be distributed, but interest on loan cap- 
ital must be met or the loans are with- 
drawn. If, as time goes on, losses are 
incurred, the gradual withdrawal of 
loans can be met only by calling up the 
unpaid liability on the share capital. 
Mills in the American section have re- 
cently found it easier to make the call 
than to obtain the money, for a large 
proportion of the shareholders are op- 
eratives and small local tradesmen who 
have not the resources to pay the calls. 
Often the small shareholder has also a 
little money invested in loans in the 
same or other mills and, to pay the 
call, he demands the repayment of his 


loan. Financial embarrassment there. 
fore spread very rapidly through the 
industry. The loan-holders as a class 
became suspicious, and although the de. 
mand for yarn was so limited that some 
mills would have been well advised to 
close down altogether, to do so was to 
confess failure and to invite a run on 
the loan capital. In order further to re. 
assure the public, any small profits that 
could be earned were generally distrib. 
uted in dividends, in spite of large ad- 
verse balances. Mills were kept run. 
ning and since money had to be ob. 
tained to pay wages and to meet other 
liabilities, each embarrassed spinner 
made a market for his yarn by selling 
at the best or any price obtainable, hay- 
ing regard only to the absolute neces- 
sity of making sales. Thus arose the 
“‘weak seller,’ who completely demor- 
alized the yarn market and also to a 
certain extent the cloth market. It is 
perhaps needless to state that all the 
impulses and motives described did not 
actuate every individual engaged in the 
industry, but the cumulative effect was 
the same. It became necessary to de- 
vise some measure of concerted action 
to stop the ruinous decline in the yarn 
market, and as a result of this action 
there arose the agitation for the con- 
trol of the industry by some form of 
centralized organization. 

Throughout the period the Egyptian 
section stood apart. Not only was there 
still a healthy and on the whole re- 
munerative demand for Egyptian yarns, 
but that section had largely avoided the 
financial excesses of the 1919-20 mill 
boom, which became such a grave handi- 
cap to the American section situated 
around Oldham. The two or three 
large combines which exist in the in- 
dustry were also able to stand aside 
from the general financial disorganiza- 
tion. 
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II 


The intense commercial activity which 
followed the armistice inspired Lanca- 
shire not to extend its manufacturing 
capacity, but to compete recklessly for 
the possession of the existing spindle- 
age. It is not necessary here to go 
deeply into the history of the movement 
known as the mill boom. It suffices to 
know that the recapitalization and turn- 
over of mills into new ownership was 
much more extensive in the American 
than in the Egyptian section. In con- 
sequence the average capitalization per 
spindle is today considerably above re- 
placement value in the American sec- 
tion, and most of the mills now in diffi- 
culties have a rather extravagant finan- 
cial history. 

The madness of speculation did not 
afflict the entire industry, so that there 
are still a number of mills standing on 
their old pre-war capital basis. These 
are usually referred to as “original” 
companies. Concerns which increased 
their capital without changing owner- 
ship are called “recapitalized” mills, 
and those which were completely turned 
over to new owners and managers are 
known as “refloated” mills. This 
classification covers both Egyptian and 
American spinners, and the financial re- 
sults of the past two years provide a 
good illustration of the results. Infor- 
mation is available concerning 310 com- 
panies possessing a total paid-up capital 
of £48,552,756. During 1923, these 
mills distributed £824,036 in dividends, 
which is equivalent to a return of 
1.69% on the capital as compared with 
a return of 2.7% in 1922. 

The class of “original” mills com- 
prises 65 companies with a paid-up cap- 
ital of £4,742,916. These in 1923 dis- 
tributed £212,899 in dividends, thus 
giving a return of 4.48% as compared 





with 8.95% in 1922. “Recapitalized” 
mills, numbering 36, distributed 6.12% 
on a paid-up capital of £5,412,234 as 
compared with 6.64% in 1922. “Re- 
floated” concerns, to the number of 209, 
paid 0.72% on a paid-up capital of 
£38,397,606. In 1922 this class dis- 
tributed 1.3%. In all three classes only 
g0 companies paid a dividend in 1923 
and 174 companies have now gone two 
years without paying one. 
Shareholders, otherwise proprietors, 
of industrial enterprises must expect to 
go without dividends in times of depres- 
sion. If they desire to establish their 
business on a better profit-earning basis, 
they can combine to bring about a re- 
construction of share capital and a writ- 
ing off of adverse balances. ‘“Re- 
floated” mills however are hardly their 
own masters at the present time. We 
have dealt already with the danger of 
stampeding the loan-holders. But there 
are other classes of creditors, some of 
them in possession of security such as 
debentures and mortgages. The mill 
boom was greatly facilitated by the gen- 
erous facilities given to promoters by 
the banks, and the bank loans granted 
at the time are to a considerable extent 
still “frozen” in the industry. In many 
cases, also, the banks have had to go 
on lending in order to enable a borrow- 
ing company to weather its difficulties. 
The larger proportion of these bank 
loans are specifically secured, but it is 
by no means extraordinary to find that 
a mill’s indebtedness to its bankers ex- 
ceeds the probable value of the concern 
at the present day. In such cases the 
bank has already lost its money, and one 
may presume that there has been no 
hesitation in writing it off as a bad debt. 
The custom of secrecy already re- 
ferred to hinders any reliable estimate 
of the total indebtedness of the industry 
to the bankers, but one can immediately 
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dismiss the suggestion that an epidemic 
of forced liquidation would affect the 
stability of the banks concerned. Apart 
from the fact that the bulk of the assets 
would accrue to the banks, provision has 
probably been made already to cover a 
total loss, and the banks are now con- 
cerned only with recovering as much as 
possible of their credits. Still they are 
the real masters of the situation and al- 
though they have remained consistently 
in the background, they are known to be 
in consultation and to be pursuing to some 
extent a common policy. The effect is 
rather like that of a “hidden hand.” It 
is visible here and there in the affairs of 
a particular mill or occasionally, as it 
was recently when it was publicly an- 
nounced to be upholding the short-time 
policy of the Federation of Master Cot- 
ton Spinners. 

Another class of creditors is formed 
by the Liverpool cotton brokers and 
merchants who, in return for accommo- 
dation given, received either shares or 
debentures and the exclusive right to 
supply the particular mill with raw cot- 
ton. In practice, this plan has not 
worked to the advantage of the Liver- 
pool element, who are now chiefly in- 
terested in recovering payment for a 
quantity of cotton supplied on credit. 


II 


Such in general is the situation which 
led to the agitation for controlling the 
industry. The object in view was to 
strengthen the whole industry by elim- 
inating the weak seller of yarn, to pre- 
vent the spread of liquidation which 
would inevitably follow unless trade im- 
proved immediately, and to protect the 
interests of operatives who would be 
thrown out of work by any organized 
curtailment of production. 


There was hardly any discussion of - 
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the equally important but more remote 
problem, the possibility of a scarcity of 
raw cotton which might necessitate some 
scheme of collective purchasing and ra. 
tioning of supplies in order to prevent 
an insensate scramble. Apparently this 
actual famine will not occur this sea. 
son, but if it does, there can hardly be 
any opposition to a system of control. 
During the war a condition of scarcity 
arose, owing to the lack of shipping 
facilities. A Control Board was set up 
in 1917, which, although it did not 
actually control the distribution of raw 
cotton, was able to restrict its purchase 
and had definite knowledge of the quan. 
tity available or likely to be available. 
It controlled the hours of work and 
collected levies for the support of op. 
eratives thrown out of employment 
through its edicts. During the 2% 
years of its active career, the success of 
the Control Board was due largely to 
the prestige and powerful personality 
of the chairman, the late Sir Herbert 
Dixon, but he had to help him the dis- 
ciplinary powers conferred by the De- 
fence of the Realm Regulations. 

These regulations exist no longer. 
The federation rules by consent and its 
attempts during 1923 to enforce short- 
time working and basic yarn prices came 
to nought, owing to the disinclination 
of spinners to observe the restrictions 
unless all their competitors were com- 
pelled to do likewise. 

The agitation for control therefore 
arose out of the desire to apply some 
measure of compulsion. An emergency 
committee was set up outside the fed- 
eration to consider ways and means. It 
took the operatives into consultation 
and, it is said, obtained their promise 
that if control were established, dis- 
cipline would be enforced by the with- 
drawal of labor from recalcitrant mills. 
The opposition however was very 
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strong, coming chiefly from the Egyp- 
tian section, which objected very strong- 
ly not only to having its production 
curtailed to suit the interests of the 
American section, but also to paying any 
contributions towards the maintenance 
of operatives or employers in that sec- 
tion. The controversy was long drawn 
out and there appeared to be no hope 
of agreement until the Lord Mayor of 
Manchester called a meeting of em- 
ployers and operatives to consider the 
question of unemployment. The result 
of the meeting was the appointment of 
a Joint Committee to devise means of 
alleviating the hardship of the work- 
people. This committee sat from Oc- 
tober, 1923, until February, 1924. Its 
deliberations were confined almost en- 
tirely to the subject of a control scheme. 
Its first difficulty was the opposition, of 
the Egyptian section. 
be made on any scale to support the 
operatives of Oldham, the assistance of 
Bolton was more or less essential, since 
Bolton was the one district sufficiently 
prosperous to be able to afford the con- 
tributions. Bolton spinners recognized 
this, but they were definitely opposed to 
the project in the first place, because 
they were disinclined to help Oldham 
before it had put its financial house in 
order; and secondly, because they con- 
sidered, perhaps quite rightly, that their 
prosperity would not stand the strain. 
In the end they insisted on their right 
of independence and the Joint Commit- 
tee proceeded to discuss control of the 
American section with the aid of £250,- 
000 from the charitable fund left by 
the War Control Board. A scheme was 
finally drawn up in January of this year, 
which seemed to satisfy at any rate the 
American section itself. 

The essential details were as follows: 
(1) The establishment of a committee 
of management consisting of represent- 





If levies were to. 


atives of employers and operatives in 
equal numbers. (2) The regulation of 
production in order to prevent an ex- 
cess of yarn supply in relation to the 
demand. (3) The establishment of 
basic selling prices, calculated on the 
average cost of production. (In the final 
draft the enforcement of such a sched- 
ule was somewhat vaguely relegated to 
the background as a power to be kept 
in reserve.) (4) The levying of con- 
tributions from employers and opera- 
tives to supplement the state unem- 
ployment dole obtained by operatives 
thrown out of work. The rate of 
supplementary compensation considered 
necessary was 7s. 6d. per week for 
adult males; 6s. per week for adult fe- 
males; 3s. 9d. for boys; and 3s. for 
girls. The requisite funds were to be 
obtained by the transfer of the £250,- 
ooo already referred to, before the con- 
tributions of employers and operatives 
were to be spent. (5) The exclusion 
from the scheme of the Egyptian sec- 
tion and of the manufacturing section. 
(6) An application to Parliament for 
legal powers to enforce the scheme. 


IV 


The first and obvious criticism to be 
leveled against this plan is that Parlia- 
ment even in normal times is unlikely 
to grant such powers of compulsion, ex- 
cept after very careful discussion of the 
state of the industry and of the merits 
of the scheme. To make the applica- 
tion of control dependent on the passage 
of a bill through Parliament was to 
postpone it for a very considerable 
period. Presumably there would in the 
meanwhile be an attempt at government 
by consent, but, judging from the tem- 
per of the industry last January, it could 
hardly be successful. 

In the second place, a new financial 
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liability was to be loaded onto employ- 
ers already overweighted by embarrass- 
ment. They were offered no direct 
compensation, but it was thought that 
the regulation of production could be 
so manipulated that remunerative yarn 
prices would be obtainable once more. 
Confidence might thus be reestablished 
and the withdrawals of loan capital 
might tend to decrease. Subsequent his- 
tory has proved that curtailment of 
production can have such an effect, but 
it must be remembered that the earning 
of a better margin of profit on a reduced 
output of yarn hardly touches the 
fringe of the large adverse balances car- 
ried in respect of past losses. 

The scheme would have had to be 
submitted to a ballot of the American 
section, but it never underwent the test. 
It was suddenly dropped in face of the 
determined opposition of the manufac- 
turers to the arrangemeiit for seeking 
parliamentary sanction. To give the 
producer of their raw material the legal 
power of fixing its market price seemed 
to the manufacturers to be far too much 
of a good thing. 

The cause of control is now in the 
hands of a sub-committee of the Federa- 
tion of Master Cotton Spinners. If it 
meets at all, very little is heard of it. 
The agitation has died down. ‘At the 
end of February a remarkable propor- 
tion of the American section assented to 


the federation’s proposal for reducing 
the working week to 26% hours, The 
regulation has also been well observed 
but the cardinal fact in the new situa. 
tion has been a sufficient improvement 
in trade to absorb yarn stocks and cur. 
rent production. The “weak seller” 
has disappeared for the time being. It 
may be that he will not return in the 
present generation. 

If the banks and the industry can 
continue to support the official organiza. 
tion of short time, the need for contro] 
also disappears, in so far as contro] was 
only directed to the reestablishment of 
yarn prices. In fact, the federation has 
now done by consent quite as much as 
the Joint Committee’s scheme would 
have, except of course in the matter of 
relieving the unemployed. It has now 
been decided to prolong the curtailment 
of production until the end of Septem. 
ber, but owing to the fact that there is 
an actual scarcity of certain counts of 
American yarn, a sub-committee is be- 
ing set up to watch the state of trade 
and to make any recommendations that 
may be necessary towards the allevia- 
tion of scarcity. Here we seem to have 
an embryonic control board. Much de- 
pends however on the activity of the 
demand for yarn. Much also depends 
on the ability of mills already virtually 
insolvent to keep out of the hands of 
the Official Receiver. 
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MANAGEMENT PROBLEMS OF COOPERATIVE 
MARKETING ASSOCIATIONS 


By LLOYD S. TENNY 


fi marketing of agricultural 


products through organizations 

developed by the farmers them- 
selves and run cooperatively is one of 
the important developments in agricul- 
ture today. The idea of cooperative 
marketing is not particularly new in this 
country nor is it confined in any way to 
the United States. During the past 15 
years, however, cooperative marketing 
of agricultural products and the coop- 
erative purchasing of farm supplies have 
made very substantial progress in this 
country, and from the best statistics 
available, the total amount of business 
done by such farmers’ organizations in 
1923 amounted to approximately two 
billion dollars. 

This business is divided among the 
several kinds of associations roughly 
as follows: grain, $500,000,000; dairy 
products, $340,000,000; live stock, 
$320,000,000; fruits and vegetables, 
$290,000,000; tobacco, $130,000,000; 
cotton, $120,000,000; wool, poultry, 
nuts, forage crops, and so forth, 
$150,000,000; miscellaneous selling, 
$100,000,000; and cooperative buying, 
$50,000,000. 

Much interesting information is 
available from the last census of the 
United States, which shows the total 
amount of business done by cooper- 
atives in the United States for the year 
1919. The number of farms which re- 
ported sales of produce through 
farmers’ marketing associations in that 
year was 511,363. Considering simply 
the total number of farmers interested 
in cooperative marketing, Minnesota 
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leads the 46 states, with a total number 
of more than 78,000 farms reporting 
such sales, while Iowa follows with 
something over 43,000 farms. Wiscon- 
sin, Michigan, Kansas, and Nebraska 
follow in the order given; California 
comes next with nearly 26,000 farmers 
reporting such sales. ‘The individual 
farm sales made cooperatively were 
larger in California than in any other 
state, so that the state of California 
contributed the largest total sales made 
cooperatively of any of the states. Of 
the total sales reported in the last 
census, 17.72% came from Califor- 
nia; Minnesota followed second with 
11.46%. 

Studies made by the Department of 
Agriculture at Washington show that 
the total number of cooperative asso- 
ciations serving the farmers is relatively 
large. Many of these associations nat- 
urally are small and the business done 
by many of them represents but a rela- 
tively small sum. There are numerous 
organizations, however, whose total 
business is very large. The commodi- 
ties handled by these associations in- 
clude practically every commodity that 
is grown on the farms of this country, 
although each association usually han- 
dles only one product or closely related 
products. There are many dairy mar- 
keting organizations, each of whose 
total annual business reaches above the 
million-dollar mark. Several associa- 
tions are doing a business in excess of 
$10,000,000, and one association in ex- 
cess of $60,000,000. The Dairymen’s 
League Cooperativé Association, Incor- 
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porated, New York City, has an annual 
business in excess of $80,000,000; the 
California Milk Producers’ Association, 
Los Angeles, and the Twin City Milk 
Producers’ Association, St. Paul, Min- 
nesota, are each making annual milk 
sales amounting to approximately 
$4,000,000; the Turner Centre System, 
Auburn, Maine, is selling dairy prod- 
ucts annually valued at $5,000,000 gr 
more. Equally large sales are reported 
by the Challenge Cream and Butter As- 
sociation, Los Angeles, California. 
Large fruit and vegetable associa- 
tions have existed for several years, 
with the total business ranging from 
several hundred thousand dollars to 
almost a million dollars. The annual 
sales for the California Fruit Growers 
Exchange, Los Angeles, the Florida 
Citrus Exchange, Tampa, Florida, and 
the Mutual Orange Distributers, Red- 
lands, California, are, respectively, 
about $55,000,000, $13,000,000, and 
$7,000,000. The California Prune 
and Apricot Growers’ Association, San 
Jose, California, is making sales of 
about $12,000,000 annually, and the 
California Peach and Fig Growers, 
Fresno, reported sales of $6,000,000 
for 1923. The Apple Growers’ Asso- 
ciation, Hood River, Oregon, and the 
Western New York Fruit Growers’ 
Cooperative Packers’ Association, In- 
corporated, Rochester, New York, have 
annual sales of about $2,000,000 each. 
A single local fruit marketing agency 
in California, which has operated for a 
period of 25 years, has sold for its 
members over $44,000,000 worth of 
produce. A federation of California 
associations is annually selling citrus 
fruit to the value of over $50,000,000. 
The Staple Cotton Cooperative As- 
sociation, Greenwood, Mississippi, with 
a membership of less than 3,000, sold 
cotton of the 1922 crop valued at $24,- 


go0,000; the North Carolina Cotton 
Growers’ Cooperative Association 
Raleigh, organized in February of 
1922, sold the crop of that year for 
approximately $18,000,000. The sales 
of the South Carolina Cotton Cooper. 
ative Association, Columbia, South 
Carolina, are estimated at $14,000,000, 
and those for the Texas Farm Bureay 
Cotton Association, Dallas, Texas, at 
$10,000,000. Nine of the cotton co- 
operative associations, operating during 
the crop year of 1922-23, sold 760,000 
bales of cotton, amounting to about 
$100,000,000. 

Four tobacco associations operating 
in 1922, representing 240,000 member 
producers, sold a total of 525,000,000 
pounds of tobacco for an amount ap- 
proximating $140,000,000. The Amer- 
ican Rice Growers’ Association, Lake 
Charles, Louisiana, reported rice sales 
for 1923 amounting to more than $4,- 
000,000, as did also the Rice Growers’ 
Association of California; the sales of 
the California Walnut Growers’ Asso- 
ciation for 1923 were about $9,000,000. 
Twenty cooperative selling agencies 
established in terminal live stock mar- 
kets sold live stock during 1923 valued 
at $180,000,000. The Poultry Pro- 
ducers of Central California, San Fran- 
cisco, report annual gross sales between 
$5,000,000 and $6,000,000, while the 
California Lima Bean Growers’ Asso- 
ciation, Oxnard, has gross sales be- 
tween $3,000,000 and $4,000,000 
annually. 

These illustrations, taken at random, 
show the extent of the cooperative 
business in this country and show that 
much of this business is in the hands 
of relatively large organizations. These 
statistics are presented at the outset to 
show that the question of proper man- 
agement in this relatively new field of 
business activity must, of necessity, be 
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one of the prime factors confronting the 
success or failure of this movement. 


I 


As far as the general business admin- 
istration and the actual selling are con- 
cerned, the management of the larger 
farmer-owned sales agencies presents 
all the difficulties that the private cor- 
porations have in selling the same prod- 
ucts. In either kind of organization 
good business management is absolutely 
essential to the success of the enterprise. 

Statistics are not available to show 
that cooperative associations fail rela- 
tively more often because of poor man- 
agement than do ordinary business con- 
cerns. Large commercial organizations, 
however, are generally the result of 
small beginnings and represent years of 
development and growth. These cor- 
porations, therefore, usually find them- 
selves better equipped with managerial 
material. On the other hand, many 
large cooperative associations have been 
developed suddenly and the demand for 
proper management has had to be met 
on comparatively short notice. 

The management of most business 
corporations is tied up with a substantial 
financial interest in the enterprise. 
Those who have sufficient faith in an 
undertaking to risk large investments 
are usually the ones who, because of 
their faith, and because of the amounts 
which they are willing to venture, are 
selected to fill the offices in which gen- 
eral policies are determined. Men 
charged with the responsibility of pro- 
tecting heavy investments, a substantial 
part of which are their own savings, 
are likely to give careful consideration 
in the selection of those who are to be 
their associates in the task of manage- 
ment. They often spend years in train- 
ing men for their duties. It is not 


surprising that a private corporation 
with many years of successful operation 
to its credit can find men to fill its ex- 
ecutive positions with greater ease than 
a newly organized cooperative associa- 
tion. The private enterprise can usually 
draw from the ranks of its own em- 
ployees men fitted to assume greater 
responsibilities. 

There is one fundamental difference 
between the ordinary corporation and 
the farmers’ cooperative that must be 
considered in its relation to business 
management. The corporation has cap- 
ital stock owned by stockholders. The 
interest of the stockholder is, therefore, 
rather impersonal. He is willing to 
leave the management to work out and 
follow its own policy and is satisfied if, 
in due course of time, he receives a divi- 
dend on his invested money. In many 
enterprises he realizes that it will take 
a period of years to establish the busi- 
ness and put it on a dividend-paying 
basis. During all this time the manage- 
ment can devote its entire thought to 
those problems that make for success of 
the enterprise. 

An entirely different situation exists 
with a farmers’ association. The or- 
ganization is not established for profit, 
as that word is understood in the com- 
mercial world. The farmer-members, 
who are producers of a particular com- 
modity, have created the association for 
the purpose of marketing this product 
more efficiently. The thing with which 
this association is therefore primarily 
concerned represents the thought, life, 
and work of the farmer-members per- 
haps for an entire year. The success 
with which the sales are made may de- 
termine the entire income, which in turn 
sets the standard of living for the 
farmer and his family, and because of 
this fact is an all-absorbing problem of 
the farm. Good salesmanship in con- 
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nection with the marketing of cotton can 
easily make a difference ranging from 5 
cents to 10 cents a pound, which means 
a difference of $25 to $50 a bale or a 
difference ranging from $250 to $500 
on a 10-bale crop and from $2,500 to 
$5,000 on a 100-bale crop. The mem- 
bers of the association are interested, 
therefore, in every detail of the pro- 
gram of the association. ‘The associa- 
tion exists only as long as it has the 
confidence and good-will of its members. 
The problems of the management must 
take into consideration this personal 
contact with the members and thus de- 
velop the right esprit de corps. All this 
can scarcely be done by a manager who 
does not have a sympathetic view-point 
toward the farmer and his problems and 
this, in turn, can seldom be accomplished 
unless the manager has a first-hand 
knowledge of the agriculture of his dis- 
trict. 


II 


The manager of a cooperative asso- 
ciation must thoroughly understand the 
principles underlying the cooperative 
method of selling farm products. In 
some respects there are vital differ- 
ences between these principles and those 
of a speculative company. With most 
agricultural products the private com- 
pany is satisfied if a certain lot of prod- 
uce can be bought and sold at a profit 
on the transaction. The question of 
whether this price is high or low is rela- 
tively unimportant, and it is even fre- 
quently the case that the opportunity for 
profit is greater for such a company 
when the products are selling at a low 
price. In proportion as the demand is 
greater than the supply, competition 
among buyers increases, making the op- 
portunity for profit relatively less. With 
a cooperative association, however, it is 
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a matter only of selling. The lower the 
price received by the association, nat. 
urally the less satisfied are the farmer. 
members. The association must work 
toward good price for products with low 
expense for operation, 

The commercial concern has just so 
many customers who require just s0 
much produce. Inasmuch as a commer. 
cial concern does not undertake to se. 
cure an outlet for commodities supplied 
by producers regardless of the possibil. 
ities of making a profit, it has an ad. 
vantage over a cooperative association 
which must market the milk, fruit, cot. 
ton, or tobacco produced by its mem- 
bers even though the demand for such 
products is becoming non-existent. The 
private enterprise is under no responsi- 
bility to function at a loss, for it was 
created for the purpose of functioning 
at a profit, and when it is unable to do 
so it can, without criticism, suspend op- 
erations until there may again be a pos- 
sibility of profits. 

Since the purpose of a cooperative 
association is not to make a profit but 
to obtain satisfactory prices for its mem- 
bers it cannot decline to function when 
prices become low, but must endeavor to 
function more efficiently than ever. If 
economic conditions limit the buying 
powers of customers, the commercial 
concern can in turn restrict its own 
operations. A cooperative association, 
on the other hand, must sell all of the 
products offered by its members and 
must sell them at prices which will give 
its members a profit on their farm oper- 
ations. Unless the products which have 
been turned over to the cooperative 
association are sold at a price which 
yields the producer a profit on his year's 
work, there is sure to be dissatisfaction 
with the management. This makes the 
position of the cooperative manager 
more important and difficult than that 





































of the manager of the commercial con- 
cern. 


II 


Many cooperative associations have 
failed in the past because the manage- 
ment attempted to sell the products 
from individual farms separately and 
to make individual returns on the sales. 
If the association handled potatoes, for 
illustration, the management might have 
20 cars of number 1 potatoes to sell on 
a certain day. Ten of these cars might 
be sold readily in the morning on a 
strong market. For any of several rea- 
sons the price might drop decidedly 
during the day, making it difficult to 
sell the remaining 10 cars and making it 
necessary to dispose of some of them 
at varying prices below the price re- 
ceived for the early morning sales. The 
management is confronted with a very 
delicate situation for which there is, 
after all, no solution. No matter how 
the question is decided, the owners of 
the last 10 cars are dissatisfied and are 
likely to accuse the management of par- 
tiality, and if one or more of the cars 
which sold at the higher price belong to 
some officer or influential grower in the 
association, the chances are that a situa- 
tion will arise that may disrupt the asso- 
ciation. The diplomatic problems of 
the manager are apt to be more difficult 
than in an individual enterprise. 

Just such difficulties as these have 
brought about the system of selling 
known in the cooperative associations as 
“pooling.” This consists of averaging 
the sales for the same grade and variety 
of a product over a certain length of 
time. The length of duration of the 
pools must be based upon economic 
principles and these the management 
must understand thoroughly. The pro- 
ducer who can bring his product into 
the market at the time when demand is 
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highest must be paid proportionately 
and must be considered in the pooling of 
the association. 

In a peach association, a grower may 
have an especially warm piece of ground 
and his cultural methods may be such 
that he produces a standard commercial 
variety ready for the market two days 
ahead of the other association members. 
He will naturally be dissatisfied with his 
returns if, after he has taken advantage 
of his warmer soil and his improved cul- 
tural methods, he is compelled to take 
the same price as fellow members of the 
association who have brought their crop 
of peaches on the market at the height 
of the season. 

The major objections to the pooling 
plan in cooperative associations have 
been brought about because the eco- 
nomic conditions have not been cared 
for properly by the management of the 
association. The importance of pooling 
in a cooperative association and the 
proper methods must be fully under- 
stood by the manager. One of his 
major duties will be to acquaint the 
membership of his association with the 
principles underlying their pooling plan. 

A pooling plan in an association im- 
poses a heavy burden on that association 
in undertaking to grade the products 
uniformly. Uniformity in grading is 
good business in any selling organiza- 
tion. Most of the farm products as 
sold in the past by private agencies have 
been ungraded or graded very poorly. 
This affects the private selling agency 
only as it gives the buyer a bad impres- 
sion of the output of the concern. If 
better-graded products are obtainable 
from other sources the buyer will go 
elsewhere for his supplies. In the case 
of a cooperative pooling association, 
lack of uniformity in grading reacts in 
two ways. The buyer is just as dissatis- 
fied as with a purchase made from the 
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private company, and in addition the 
settlements made to farmer-members 
are unjust and will lead to dissension. 
It is surprising how much a farmer 
knows about the business of his neigh- 
bor, and if this neighbor is producing a 
commodity of poorer grade and yet is 
able to secure the same price from this 
inferior stock through the pooling sys- 
tem, such an apparent injustice is done 
that it reacts unfavorably on the loyalty 
of the members. A good manager 
takes great care to see that his individ- 
ual members are thoroughly informed 
as to the grade of their products, and 
a comparison is made between the 
grades and the average for the associa- 
tion. 

Averaging the sales for the same 
grade and variety of product may ap- 
pear to be a relatively simple process. 
As a matter of fact, the determination 
and standardization of the grades for 
which returns shall be pooled, and the 
determination of the factors which en- 
title one producer to a greater or less 
return than others, require careful judg- 
ment. The operation of the pooling 
plan of a large cooperative milk mar- 
keting organization is illustrative of this 
point. 

In the first place, the milk sold by the 
organization for its members is not all 
used for the same purpose. The larger 
part of it is sold as fluid milk, but ap- 
proximately 40% to 50%, varying with 
seasonal conditions, must be manufac- 
tured into cheese, butter, condensed 
milk, ice-cream, and other dairy prod- 
ucts. The price received for milk 
manufactured into these products is less 
than that received for fluid milk. Many 
members of the association are favor- 
ably situated with respect to the fluid 
milk markets, and consequently all, or 
a large percentage, of their milk is sold 
as fluid milk. In spite of this fact, the 
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members have agreed that returns for 
all milk shall be pooled irrespective of 
the use that is made of it. 

There are other factors of inequality 
as between the various members of the 
association. For example, a certain 
number of them conform to rigid state 
regulations and produce milk of a gp. 
perior quality. This “Grade A” milk, 
as it is called, is all sold as fluid milk, 
and since greater care and expense are 
entailed in its production, the producers 
are clearly entitled to returns above the 
average. In addition, the value of milk 
is dependent upon its fat content. This 
is true whether it is sold as fluid milk 
or manufactured into butter or cheese. 
The dairyman who produces milk con- 
taining 4% butter fat is clearly entitled 
to a better price than the man who pro- 
duces milk containing only 3% butter 
fat. In addition, the dairyman who is 
400 miles from the market cannot ex- 
pect to receive the same returns as the 
producer who is more favorably sit- 
uated. 

The cooperative milk marketing as- 
sociation referred to has met this prob- 
lem by basing its pool price upon 
“Grade B” milk, containing 3% butter 
fat, produced within a zone 201 to 210 
miles from New York City. In other 
words, dairymen located within the 201- 
to 210-mile zone producing milk of the 
designated grade and fat content re- 
ceive the average pool price. All others 
have various “differentials” added or 
subtracted from the pool price, the de- 
tails of which will be explained later. 

The milk sold by this association is 
pooled monthly. Some time before the 
first of the month the association pre- 
sents to the dealers who buy milk from 
its members a schedule of prices for the 
following month. This schedule names 
a definite price for milk falling into each 
of five classes, namely, “Class 1,” fluid 
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milk; “Class 2A,” milk made into 
cream; “Class 2B,” milk made into 
plain condensed milk; “Class 2C,” milk 
used in the manufacture of cheeses of 
the soft type; “Class 3,” milk used in 
the manufacture of whole milk powder, 
milk chocolate, evaporated whole milk, 
whole condensed milk, and milk used in 
the manufacture of Swiss, Limburger, 
Pineapple, Roquefort, and other cheeses 
of similar type. The price of milk used 
in “Class 4A,” that is, surplus milk 
made into butter, is determined by the 
oficial New York average outside quo- 
tations for g2-score butter. Allowance 
per pound for making butter is deducted 
for this price and various additions are 
made which depend upon the use made 
of the skim milk resulting from the 
manufacture of butter. The details of 
the method by which the final price of 
milk in this class is determined are too 
complicated to be discussed in this arti- 
cle. The price of milk in “Class 4B,” 
which is surplus milk made into Amer- 
ican cheese, is determined on the basis 
of the official New York City average 
price for average cheese of this class. 
Here also allowances are made based 
upon the cost of making cheese, and 
additions to the price are specified, 
based upon the use made of the whey. 
Shortly after the end of the month the 
association receives from each of the 
dealers who have purchased the milk de- 
livered by its members a_ statement 
showing the total amount of milk re- 
ceived by them, the percentage used in 
the various classes and the various al- 
lowances and differentials which must be 
taken into consideration in determining 
the amount due to the association from 
the dealer. A little later the dealer 
sends the association a supplemental re- 
port showing in detail the quantity of 
milk delivered to him by each member 
of the association from whom he re- 
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ceived milk, the grade of milk delivered 
by each member, the fat content, the 
freight rate applicable, and such other 
factors as will affect the final return to 
the producer. 

After the first report from all deal- 
ers has been received, the association is 
in a position to determine the total 
amount of milk sold for its members, 
the classes in which this milk was used, 
and the total receipts from milk in each 
class. It is then able to announce the 
pool price for that month. This price, 
it will be remembered, is for “Grade B”’ 
milk, containing 3% butter fat shipped 
from stations located 201 to 210 miles 
from New York City. 

As a matter of fact, a very small per- 
centage of the association members 
have shipped milk for which exactly the 
basic pool price will be paid. In the 
first place, the producers of “Grade A” 
milk must be paid a differential for the 
production of this high-quality prod- 
uct. The producers of “Grade A” milk, 
therefore, receive the pool price, plus an 
amount varying at the present time 30 
to 40 cents per hundred pounds. Then 
the dairymen who produced milk con- 
taining more than 3% butter fat must 
receive a fair price for the added value 
of their product. As a matter of fact, 
a large proportion of the milk handled 
by the association contains more than 
3% butter fat. The dairymen, there- 
fore, receive 4 cents per hundred 
pounds for each point (that is, 1/10 
of 1%) that their milk tests above 3%. 
This differential applies to the first five 
classes previously mentioned. The value 
of milk testing over 3% butter fat used 
for the manufacture of butter or Amer- 
ican cheese is based on the value of the 
larger quantity of product which can be 
secured from milk containing an in- 
creased amount of butter fat. Accord- 
ingly, a dairyman whose milk contains 
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4% butter fat would receive the pool 
price plus 40 cents per hundred pounds, 
as a butter fat differential. 

After these adjustments have been 
made, the freight differential remains to 
be determined. This is arrived at by 
adding to or deducting from the pool 
price the amount by which the freight 
from the shipping station is greater or 
less than the freight rate from the 201- 
to 210-mile zone. Various adjustments 
have been made from time to time in 
the application of this differential. For 
example, members of the association 
located at a greater distance from New 
York City and whose milk is chiefly 
manufactured into butter and cheese 
have complained that they are charged 
the fluid milk rate for milk which is kept 
at home for the purpose of manufac- 
ture and finally goes to market as a 
condensed product at a much lower 
freight rate than that applicable to fluid 
milk. This is indicative of the prob- 
lems met by the association in determin- 
ing a pooling system which will be fair 
to all members and at the same time 
will not become unduly complicated and 
impossible of application. The man- 
agerial problems connected with running 
a pool as complicated as this one indi- 
cate the skill necessary for the successful 
management of a large cooperative as- 
sociation. The problems actually con- 
fronting a marketing association in de- 
termining upon a system of pooling the 
returns to the members should indicate 
very clearly the necessity of definite 
standardized grades. Considerable 
progress has been made during the past 
IO years in setting up standards for use 
in determining the quality of different 
products. The United States Depart- 
ment of Agriculture, as the result of 
long and careful studies, has announced 
specifications for use in determining the 
grades of many of the farm products. 


There are official standardized grades 
for grain, cotton, wool, and many of the 
fruits and vegetables. Grades for to. 
bacco are now being formulated. With 
these recognized standards it is possible 
to grade most of the farm products with 
considerable accuracy. 

No organization of farmers should 
attempt to proceed without a standard- 
ization program. A manager who 
starts out to sell the products of his 
association, as these have been grown 
and graded by individual producers, is 
courting trouble at the outset. In the 
wave of enthusiasm for cooperative 
marketing recently in evidence through- 
out the country, many managers have 
lost sight of the relation of production 
to marketing and the importance of a 
standardized output. A manager with 
the proper view-point, on the other 
hand, sees work ahead for his associa- 
tion for many years to come and appre- 
ciates better the relationship between 
the individual member and his associa- 
tion. 

The managers of most of the state- 
wide and regional associations have cre- 
ated field-service departments charged 
with the definite task of informing the 
membership regarding the activities of 
the organization and creating a friendly 
feeling on the part of the membership 
toward the association. Several of the 
associations have employed trained so- 
cial service workers to do educational 
work on a large scale. The Burley 
Tobacco Growers’ Cooperative Associa- 
tion has employed a trained social 
worker as Director of Social Service. 
The Dairymen’s League Cooperative 
Association, New York City, in the fall 
of 1923 added to the staff of its organ- 
ization department a woman who, while 
serving as manager of a county home 
bureau, had organized 43 home bureau 
groups with a total membership of over 
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1,000. Her duties with the cooperative 

association include work with the men 
and women in the league in behalf of 
better economic conditions and a hap- 
‘ier and fuller life for themselves and 
their children. To repeat, then, a man- 
ager who thinks that his whole duty 
consists in merchandising a crop already 
produced fails to get a vision of the big 
things his association can really accom- 
plish. A farmers’ association developed 
primarily for marketing purposes will 
affect production methods and costs, 
will stabilize the agriculture, and will 
vitalize and invigorate the farm life of 
the community. 

It is a well-established fact that a 
community with successful cooperative 
marketing has also better schools, bet- 
ter churches, better homes, better roads, 
and a better country life in general. 
This is partly due to the fact that coop- 
erative marketing brings more money 
back to the farms, but it is equally true 
that the right kind of association teaches 
loyalty, unselfishness, and those other 
good qualities that promote good cit- 
izenship. The manager of the associa- 
tion should represent the best in all these 
qualities and should be a natural leader 
among farm people. 


IV 


_ Turning now to those activities more 
directly concerned with the selling pro- 
gram of the association, we see that the 
management must have available a 
large amount of detailed information. 
If the association is a large one and con- 
trols a substantial amount of the ton- 
nage of the produce for the district, it 
will be looked upon by many private 
agencies as a leader in determining the 
price at which the market will absorb 
the available supply. Over half of the 
tobacco tonnage is now controlled by the 
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cooperative associations, one-third of 
the rice, about half of the citrus fruit 
tonnage, most of the raisin and cran- 
berry tonnage, and so on down through 
a long list. 

If the product is one which is pro- 
duced but once each year and yet is to 
be distributed throughout the year or a 
greater portion of it, such as tobacco, 
raisins, walnuts, and cranberries, the as- 
sociation has a difficult task in analyzing 
all the statistics available relating to pro- 
duction, possible carry-over from pre- 
vious crops, and, finally, consumption 
possibilities, before it can arrive at an 
opening price or change this price from 
time to time during the selling period. 
The ideal the manager has in mind is to 
set a price which will move the output 
during the natural marketing period. 
It has been thé plan of some of the 
sales managers to set the price at the 
beginning of the season sufficiently low 
to stimulate demand and to permit a 
steady increase in price as the season 
advances. The management of the 
American Cranberry Exchange was 
very successful in doing this until the 
season of 1922-23, when the price dur- 
ing the early part of the season proved 
too high to absorb the crop and a seri- 
ous break in price occurred during the 
latter part of the marketing period. 
Only a man who is thoroughly trained 
in marketing work can deal with these 
matters adequately. 

The selling of a perishable commod- 
ity, such as citrus fruits or peaches, 
where the marketing period extends 
during the harvesting season only, pre- 
sents a different problem. The harvest- 
ing and shipping may be delayed or 
pushed ahead rapidly, depending upon 
market conditions, but when once the 
car has rolled to market a sale must be 
made. Two methods of sales policy 
are advocated under such conditions. 
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Some managers try to sell as many cars 
as possible on an f.o.b. shipping-point 
basis. Others advocate the policy of 
selling nothing before arrival at ter- 
minal markets and depend upon the 
ability of their organization to distrib- 
ute the daily output between consuming 
centers in an equitable way so that each 
market has its daily supply and at the 
same time is not overstocked. This 
method necessitates a strong selling or- 
ganization throughout the country. 
Some of the cotton associations are en- 
tering into contract with the mills 
whereby the cotton is delivered as 
wanted. The tobacco associations also 
endeavor to sell in large lots, delivering 
the tobacc> as wanted. These details 
of sales policy are presented merely to 
emphasize the importance of proper 
management and the difficulty of secur- 
ing for a farmers’ cooperative associa- 
tion a manager who has the vision and 
experience to determine the best method 
of selling for his’ particular association. 

In the case of many commodities 
which must be distributed over a long 
period, the manager must have wide ex- 
perience in warehousing and financing. 
In this field of work the farmer-mem- 
bers are least well equipped to appre- 
ciate the importance of the task of the 
manager; hence the importance of hav- 
ing safe and conservative managers. In 
the past these farm commodities have 
been stored and financial advances have 
been made on warehouse receipts, but 
these marketing functions have been 
performed by agencies that have pur- 
chased the commodities from the farm- 
ers. In fact, in many cases, the chief 
function of these middlemen has been 
to secure the finances, to reimburse the 
farmers, and to store the commodities 
so that they may be distributed through- 
out the marketing season. Middlemen 
have also done a great deal in the past 


in the way of grading, repacking, and 
getting the commodities into condition 
to meet the needs of the distributers. 
One of the functions performed by the 
tobacco buyer has been that of gradi 
and “prizing” so as to supply his differ. 
ent customers with exactly the type of 
commodity they require. This is true, 
to some extent, of middlemen who serve 
the cotton mills. 

If the farmers choose to perform 
these functions through their own or. 
ganizations, they must be equipped to 
do at least as good a job as the agencies 
they supplant. With proper manage. 
ment they may do even better work. 
A proper warehousing system, with 
a thoroughly standardized product, 
should offer the very best collateral pos- 
sible for the financial interests of the 
country to make safely the maximum 
advances. The manager must know the 
different sources of financial aid and the 
requirements in the way of standardiz- 
ing a product and a good warehouse re- 
ceipt, so that the best terms possible can 
be secured in arranging finances. 

In many sections which produce one 
cash crop a year, as in the cotton., 
grain-, and tobacco-growing states, the 
warehousing and financing duties of a 
cooperative association manager are in- 
tensified. In these sections the crop 
mortgages flourish. The persons who 
make loans to the farmer-members of 
the association insist on having their 
loans paid when the crop is made. If 
the crop is to be marketed by the asso- 
ciation, its manager must find some way 
to satisfy the mortgage. Here is where 
a real financial problem presents itself. 
Here is where a warehouse receipt pos- 
sessing high collateral plays a big part. 
Every one of the large cotton, grain, 
and tobacco associations encounters this 
problem. 

Here is a cotton or tobacco marketing 
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association. It cannot sell all its prod- 
uct at one time or as it isharvested. To 
do so would depress and demoralize the 
market—the very thing the association 
was formed to prevent. But its mem- 
bers have bought on credit at the stores 
during the period of production and 
now the merchants cannot afford to 
finance the producers any longer. The 
association manager must do one of two 
things; either secure money for his mem- 
bers or let them sell their products 
themselves. Here again is where the 
sound warehouse receipt comes to the 
manager’s rescue. But before he gets 
the receipt he must have determined 
what is a sound warehouse receipt, 
where he can get it, and he must make 
arrangements for his needs. 

The importance of the warehouse re- 
ceipt in this period of financing was 
forcefully shown in 1921. Cotton could 
not be sold at 10 cents a pound. Large 
cotton associations which had no credit, 
for they were unknown in the business 
world, had been launched that spring. 
Some of them approached the War 
Finance Corporation for loans. The 
only collateral they had was cotton and 
the Corporation did not want cotton; it 
wanted sound security. Warehouse re- 
ceipts issued under the provisions of the 
United States Warehouse Act were of- 
fered. These the corporation accepted 
and immediately approved a loan for 
about $5,000,000 to one association 
and $7,000,000 to another. The next 
year associations were formed handling 
other products and also others for mar- 
keting cotton. Almost invariably they 
offered federal warehouse receipts 
either to commercial banks or to gov- 
ernment financing agencies and secured 
the necessary money. One _ tobacco 
association was offered $30,000,000 on 
such collateral. From August 24, 
1921, to November 30, 1923, the War 


Finance Corporation alone approved 
loans to agricultural cooperative asso- 
ciations amounting to more than $196,- 
300,000, the loans approved for differ- 
ent associations ranging all the way 
from $2,000,000 to $30,000,000. 

It is readily apparent that any or- 
ganization without capital and which 
markets a crop ranging in value from 
$1,000,000 to $50,000,000 over a 
period of three months to a year or 
more must have some very real finan- 
cial, insurance, and storage problems, 
especially when it is remembered that 
the producers of that crop frequently 
have no other source of income. These 
financing, insurance, and storage prob- 
lems alone challenge the capabilities of 
the enterprising manager. 


V 


The manager must be of the type that 
can carry his board of directors along 
with a sympathetic view-point toward 
his policies and, through his board of 
directors and through his organization 
and through his policies, the manager 
must reach the individual farmers and 
keep them loyal to their association. 
The relation of the manager toward 
his board of directors is a more difficult 
one than that between the manager of 
the average commercial organization 
and his board. This has been touched 
upon slightly in discussing the interest 
shown in an association by an individual 
member. 

Unfortunately, some managers of co- 
operative associations feel that farmers 
are poor business men, and that the less 
these farmers can be consulted and the 
more independent the manager can be 
of farmer-control through a board of 
directors, the better the association will 
function. It has been the history of 
cooperative marketing, however, that 
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an association will not rise above the 
ideas or ideals of the farm leaders them- 
selves. Moreover, the manager who is 
so sure that he knows much more about 
the farmers’ business than the farmers 
themselves is unfitted for his task, since 
he fails to appreciate the great sources 
of strength existing among his member- 
ship. Perhaps the board of directors 
do not individually know a great deal 
about world conditions, the relationship 
of future trading to the commodity they 
produce, warehousing and financing, but 
the experience of the best managers of 
cooperative associations throughout the 
country, especially those who have man- 
aged their organizations over a period 
of years and have experienced times of 
depression as well as prosperity, point 
very clearly to the great importance of 
having a board of directors of farmers, 
through whom the manager can work 
and from whom he can obtain first-hand 
information and advice on problems 
which are fundamental to the success of 
the organization. 

A few managers, on the other hand, 
are confronted with a board of directors 
that is too active and desires to direct 
the work of the manager in every detail. 
Some managers, in the opinions of their 
boards of directors, even appear to be 
only high-grade office boys. This state 
of affairs is more likely to exist with an 


organization which is local in character 
where the manager usually is, after al] 
not so capable of handling the business 
details properly, but the condition has 
been the undoing of numerous associa. 
tions of different kinds. 

The successful cooperative marketing 
association is one which functions eff. 
ciently and economically over a period 
of years, including times of high or 
rising prices and times of low or falling 
prices. These successful associations 
can always be counted upon as having 
high-grade managers, who will not be 
dictatorial in their attitude toward the 
members and especially toward their 
boards of directors, but, on the other 
hand, will depend largely upon the 
sound judgment of the best farm lead- 
ers in their organizations. Of course, a 
manager is an employee and it is sup- 
posed that he will execute the policy 
formulated by the board of directors. 
The board of directors is supposed to 
be directly responsible to the members 
who elect the directors. A business man 
with the right view-point, a knowledge 
of farm life, and a sympathetic attitude 
toward farm problems can accomplish 
big things as manager of one of these 
great farmers’ cooperative associations. 
The future success of the cooperative 
movement largely depends on having 
available just such men as managers. 
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eign exchange market are better 
understood by American busi- 
ness men today than five or ten years 
ago, they have found also an increas- 
ingly important element of risk involved 
whenever foreign currencies have been 
utilized. Now frequently the value of 
foreign currencies determines an im- 
portant share of net profit or loss for 
the year’s operations. An executive 
must ascertain the results of past opera- 
tions and also estimate the effect of his 
future course. Thus the magnitude of 
losses and gains by foreign exchange 
and the increasing uncertainties of for- 
eign values have forced attention to the 
methods of financing foreign trade and 
at the same time to the accounting pro- 
cedure which attempts to record the re- 
sults. 

The disease of inflation persists. 
Debts persist at home and abroad. 
It may be assumed that rates of ex- 
change will be variable over a rather 
long period. Sterling exchange offers 
perhaps the best chance of return to a 
gold basis with approximate stability at 
parity. The balancing of the British 
budget, the terms of the plan for fund- 
ing the American debt and the great re- 
cuperative powers of British trade and 
industry lead one to expect an early re- 
turn to gold values. Nevertheless, one 
finds that inflated currency and credit 
continue in England to a dangerous de- 
gree. Deflation has become a political 
issue and meets with opposition. Gen- 
eral price levels in both England and 
the United States are on an unstable 
basis. Extensive movements are still in 
process of development. So even with 
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FOREIGN EXCHANGE ACCOUNTING 


By ARTHUR H. WHITMAN 


sterling exchange, stabilization is not 
yet in sight. 

Similarly with many currencies the 
disease of inflation has gone too far to 
be cured in any short period. Partial 
repudiation of some currencies is prob- 
able. Concentration of gold in the 
United States is a hindrance to estab- 
lishing free gold markets throughout 
the world. Fereign financial conditions 
remain feverish. Under these condi- 
tions it is obvious that exchange rates 
must remain changeable for some years. 
It is this prospect of uncertainty in for- 
eign values which warrants a discussion 
of foreign exchange accounting. Little 
has been written on the subject; yet 
wide variations stir up a whole series of 
important business and accounting diffi- 
culties. 


The Importance of Foreign Exchange 
in Balance Sheets and Operating 
Statements 


The difficulties of foreign exchange 
accounting arise not so much from any 
complexity of principles as from the 
treachery of habit. One subconsciously 
assumes the reliability of many methods 
and the stability of ascertained facts; 
but facts and methods alike must be re- 
examined when books of account cover 
two or more currencies. Cash abroad 
is no longer simple, ordinary school- 
book cash. It is a commodity subject 
to depreciation as well as appreciation. 
So-called fixed assets are no longer fixed 
in value and may be almost gaseous. 
Strangely enough a capital investment 
may be worth much more than its cost 
in dollars even though no apprecia- 
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tion has taken place in prices in the 
foreign currency. Goods may be bought 
and sold at a profit in foreign currency 
but at a greater loss in dollars or vice 
versa. ‘The cost of anything abroad, 
cash, goods, or plant investments, is not 
clearly defined unless the exchange rate 
is likewise defined, such as “‘at cost of 
exchange”’ or ‘‘at market rate of ex- 
change.’ Worst of all is the figuring 
of balance sheets and operating state- 
ments where large foreign balances in 
cash and in inventories must be valued in 
dollars in order to determine earnings 
or surplus. The accountant may well 
hesitate before he swears to tell the 
whole truth in foreign exchange account- 
ing. For what is the truth? 

It is by no means easy to answer this 
question. As a general principle it is 
highly desirable to extend a recognized 
rule of common accounting to foreign 
exchange accounting, that is, that no 
profit or loss should be taken until it is 
actually realized. A New Jersey manu- 
facturer owns silks in Japan costing 
150,000 yen, and easily salable at cost 
on December 31. Exchange has risen 
5% since the silk was purchased. No 
profit has been realized but 5% could 
be realized readily. It may be lost 
again subsequently; no one knows as to 
that. The exchange market is erratic. 
If the auditor refuses to include this 
profit in earnings, what about cash? As- 
sume a cash balance of 150,000 yen 
with a 5% rise in exchange. This profit 
may be realized almost as easily as if 
in a New York bank. Merely send an 
urgent cable to remit. The situation is 
now unchanged theoretically, no profit 
is properly shown until remittance is ac- 
tually made. The fact of the profit is 
conditional. There is a 5% profit if 
remitted. A balance sheet should not 
set up a conditional fact in this manner 
but should show the inventory or cash at 
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the cost of exchange. The contingent 
5% profit on exchange if remitted jis 4 
proper subject for supplementary re. 
mark. Under other circumstances ad. 
herence to this rule of realization would 
appear ridiculous. If the cash balance 
were in London, say £50,000, costing 
an average of $4.25 with exchange at 
$4.65 December 31, 1922, most busi- 
ness men would say, show the profit of 
$20,000, because all indications seem to 
confirm the opinion that sterling ex. 
change has made a permanent improve. 
ment due to better fiscal conditions jn 
England and a closer approach of gen- 
eral price levels in the two countries 
concerned. 

In the latter case a corporation ex- 
ecutive, a credit man or a banker on 
examination of the balance sheet and 
net worth would be most likely to agree 
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in allowing the exchange profit as earned loss 
and substantially assured from the ex- war 
isting outlook on the exchange market. — 
In the case of Japanese exchange as as- i 
sumed the profit was in a less degree oe 


assured, as there was no general im- 
provement in the situation. In both 
cases the profit is conditional, in one it 
can very probably be realized in dollars, 
in the other, possibly so. 


Avo 


\ 
Pre-War Exchange Accounting Was on 
Based on “Par” ony 
The sensation of most men on first 
encountering these problems is nothing 
less than a shock. The facts are so un- 
expected that they are inexplicable for — 
some time. Exchange has caused many 
wrecks in the years since the war. Ex- Eni 
ecutives have been taken unawares it 
because they were not accustomed to ind 
appraising large foreign exchange risks. a 
In pre-war days fluctuations in exchange ou 
were so small as to be of little conse- 
quence except to professional exchange - 
U.é 








operators and students of economics. 
The reason for this was the prevalence 
of a free gold market throughout the 
world. The cost of importing or ex- 
porting gold gave narrow gold point 
limits to exchange between any two 
countries. 

Under those conditions a set of books 
in two currencies merely let all trans- 
actions revolve about par of exchange, 
since this rate might then be considered 
the average to which the market would 
in the long run surely conform. Each 
transaction would set up the difference 
between the actual rate and parity as 
the profit or loss in foreign exchange. 
No material change in the value of any 
account took place and the net balance 
of Foreign Exchange account at the end 
of the year was substantially the true net 
loss or gain on foreign currency. Of 
course, this sort of thing cannot be done 
today. The accounts would be con- 
stantly wrong to the extent of 10, 30, 
60, or even 99%, according to the cur- 
rency. 


Avoidable Risks in Foreign Exchange; 
Hedging 


_ Many operations in connection with 
foreign business are so conducted as to 
eliminate foreign exchange risk. Bank- 
ers, for instance, commonly deal against 
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cover only. They buy perhaps £50,000 
at $4.54 and sell up to this amount in 
small lots at, say, $4.54%, taking % 
or more commission, and so on, selling 
only against lots in hand. In this way 
“no position” is taken on the market. 
Some importers buy in dollars only. In 
this case the foreign seller or bank takes 
the risk. More commonly still, bank 
or trading operations are “hedged” 
through future transactions. An im- 
porter buys wool in London deliverable 
in Boston in three months. Knowing 
selling or manufacturing conditions he 
wishes to “fix” his fiber cost and his 
profit in dollars. So he buys future 
three months sterling at a little higher 
than spot rates, a difference which 
covers interest and risk. On arrival of 
the wool from London the buyer pays 
his bank or exchange broker the sum in 
dollars which he contracted for three 
months before. The bank also pays in 
pounds sterling the agreed sum in Lon- 
don. The buyer has fixed his cost and 
possibly has already made selling con- 
tracts on the basis of this cost. He de- 
sires to confine his risks to the wool 
business which he knows and leave ex- 
change risks to the banker who is better 
informed in regard to that market. The 
future exchange market absorbs the risk 
and the importer is “hedged.” This 
operation is similar to that of the cotton 
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Country and Oct. 1, Jan. 2, Ave. Ave. Ave. Ave. Ave. 
y cnt Units Value 1923 1923 1922 1921 1920 1919 1918 

England Pound Sterling |$4.8665 4.5416 4.6480 4.43 3.85 3.66 4.43 4.76 
France Franc .193 j 0741 .082 .075 .070 .137 .178 
Italy Lire .193 0454 0513 .048 043 050 114 .134 
Germany Mark .238 .0032 (b) 000139 0023 012 018 030 meee 
India Rupee (a) .3244 3073 3111 .287 .263 .389 .430 inate 
Japan Yen .499 .4872 .4895 .478 .483 .504 .512 .533 
Argentina Peso (Gold) 965 .7560 8553 818 731 907 .990 999 
Brazil Milreis 324 0966 .1167 .129 131 225 267 .253 




















(b) Per million 





| U8. Department of Commerce 


From Financial Chronicle, and Survey of Current Business 


(a) Parity at $0.487 since October, 1920, but nominal only 
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manufacturer who hedges his domestic 
cotton purchases in cotton futures 
against the time of selling his product. 
Exporters similarly hedge in order to 
fix their dollar profit against exchange 
risk on delivery of shipments in other 
countries. 

To hedge or not to hedge is a prob- 
lem confronting many executives. Con- 
cerns dealing in exchange on a large 
scale naturally possess great experience 
and may feel confidence in not hedging. 
Small operators having slight knowl- 
edge of this market had best avoid the 
risk to the maximum extent possible. 
Post-war experience has taught large 
operators as well to leave it alone and 
hedge at every point. A corporation 
official handling other people’s money 
should particularly hesitate to take risks 
in this most uncertain of all markets. 
He takes a long chance of jeopardiz- 
ing his own position when he loses 
and may acquire but little merit on a 
gain. In any case the exchange markets 
are proverbially uncertain due to con- 
stantly changing conditions, economic 
and political, arising from all corners of 
the globe. 


Unavoidable Risks in Foreign Exchange 


A business which keeps cash, or any 
other class of property, abroad over 
long periods of time is almost neces- 
sarily a gamble in foreign exchange. A 
director or banker may ask, “Do you 
gamble in exchange?” The answer 
must be “Yes,” with the explanation 
perhaps that it is unavoidable or that 
nothing is done beyond immediate re- 
quirements for the business, and that, 
beyond this, no future “position” is 
taken on exchange. But within these 
limits it is essential to know what extent 
of damage or gain would result from a 
5, 10 or 20% shift in exchange. A Bos- 


ton manufacturer has a stock of shoes 
in Shanghai worth $40,000 and a bal. 
ance in cash worth $10,000. This js 
one of several foreign distributing points 
with a similar stock at each. It js 
logically impracticable for him to pro- 
tect against exchange risk except for 
short periods. He certainly should 
watch his cash and inventory balances 
abroad with the greatest care. Ex. 
change is not stabilized yet. 

The Boston shoemaker with his for- 
eign inventories affords an excellent ex- 
ample for consideration of accounting 
troubles. It is easy to visualize his 
point of view. He thinks in dollars. 
Pesos, yen, or Shanghai taels confuse 
him—so also with his board of direc- 
tors. He must tell them in dollars what 
funds and what inventories he has 
abroad. Annually or monthly he must 
value in dollars his foreign balances in 
order to compute profits. The dollar 
value of foreign cash under these con- 
ditions will depend on the prevailing 
exchange rate alone. The inventories 
and other assets will have a dollar value 
dependent on two variables: exchange 
and the foreign market prices, which 
may offset or move in the same direc- 
tion, up or down. The best advice is 
to look at these balances, both cash and 
inventories, in variable currency as com- 
modities exactly as dozens or bushels or 
bales or tons. Would he mark up a 
Chicago stock to market price? No! 
He might mark it down to market but 
not up. Then he should not mark up 
pesos, yen, or taels to market value. He 
should carry the balances at cost of 
exchange, anticipate neither profit nor 
loss on exchange and show the results 
of exchange only when remittance home 
is made. A clear distinction can then 
be made between trading profit and ex- 
change profit or loss. This procedure 
may appear merely obvious, yet the 
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temptation is frequently strong and 
sometimes convincing to convert foreign 
balances at the exchange rate prevailing 
at the close of the accounting period. 
Nevertheless the principle of realized 
profits is the only solid foundation. The 
other course in periods of erratic ex- 
changes leads to grossly unsatisfactory 
and even false results; false, because 
profits then tend to become paper profits 
only. 

A simple method for the shoemaker 
is to carry open accounts for each for- 
eign branch at so many dollars balance, 
making no distinction between foreign 
cash and inventories. This, of course, 
would be the normal method. Shanghai 
Office account, for instance, would be 
debited for export invoices of shoes and 
credited for remittances home, both in 
actual dollars. Shanghai would report 
its operations each month in taels, ac- 
counting for its balances and showing 
trading profit only in taels. The Home 
Office would credit its Foreign Ex- 
change account with profits on exchange, 
as remittances are made. The merit of 
the method is its simplicity and that the 
balance abroad is treated as foreign and 
thereby separate from domestic accounts 
until in fact it is returned home. Where 
foreign inventories are large there are 
many arguments in favor of putting the 
foreign account in detail, cash, inven- 
tory sales and profit, all on the home 
office books. Such a system is com- 
plicated but gives more information and 


must be kept in the two currencies simul- 
taneously. 


Foreign Balances at Cost of Exchange, 
Not at Market of Exchange 


In both cases, whether Home Office 
accounts show branch business in lump 
sum or in detail, the primary point is 
that end-of-the-year balances should not, 
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as a general thing, be converted at cur- 
rent rates of exchange, but should be 
carried over into the next year at cost 
of exchange, notwithstanding certain tax 
rulings discussed later in the article. 
Profit or loss on exchange should be 
taken ow any item only when it is con- 
verted into dollars. Good credit and 
truthful accounting warrant this. To 
take profit or loss on exchange on the 
entire balance of assets abroad assumes 
a winding up of the business, and puts 
uncertain items into Surplus account 
which may or may not be substantiated 
by subsequent business transactions. 

In advocating carrying all assets and 
liabilities of a foreign trading or manu- 
facturing business at cost of exchange, 
the weightiest argument and the sim- 
plest way of expressing the matter is to 
point out the absurdity of a bookkeep- 
ing conversion at current rates of ex- 
change when in fact there is no conver- 
sion and no immediate or general con- 
version is intended. The more rational 
view is to consider foreign business in 
foreign currency until conversion to 
dollars actually takes place. Carrying 
accounts in two currencies at cost of ex- 
change avoids theoretic gains or losses 
on exchange and at the same time gives 
any desired detail in dollar accounts. 

Ways and means of keeping foreign 
accounts at cost of exchange are not al- 
ways simple. If one general account 
for the foreign office is desired, two 
columns would be kept on each side of 
the ledger, entering actual amounts in 
both currencies for all items, debit or 
credit. Foreign details would then be 
analyzed in foreign currency alone, pre- 
sumably on the account current as sent 
from abroad. In the general account, 
however, a definite method is necessary 
to see that realized profit or loss on ex- 
change is accurately taken. The ideal 
method would be to follow each trans- 
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action through by lots or otherwise. 
For instance, we remit abroad, in ad- 
vance of payment, to buy a specific 
1,000 bales of Egyptian cotton, which 
on arrival at New York yields a trading 
profit plus an exchange difference on ad- 
vances, journalized at once as being 
actually realized. In lieu of this where 
funds are mingled, the rule may be fol- 
lowed of applying the current items to 
the balances longest outstanding. Such 
a rule is common in various phases of 
tax procedure but does not adapt itself 
readily to bookkeeping. Supplementary 
schedules become necessary, and may be 
maintained most simply by grouping 
transactions by months. If balances are 
in general four months old, then next 
month’s transactions would derive their 
rate for cost of exchange from the old- 
est of the four months. The difference 
yields the gain or loss on exchange 
which is considered as realized. The 
same rule applies in using cash and in- 
ventory debit balances offset by invoices 
of goods, or in extinguishing credit bal- 
ances or debts by remittances. A third 
method on bookkeeping principles is to 
use the average rate on the present out- 
standing balance of the account to com- 
pute the realized gain or loss by exchange 
on the current items which use up or 
extinguish the balance. This method 
would presumably satisfy tax authorities 
if consistently followed and may be car- 
ried out directly from the ledger ac- 
count by entering rates on all items and 
balances. Theoretically, the choice be- 
tween the last two methods raises the 
same question which is involved in the 
often debated point as to whether sup- 
ply or other inventories shall show 
issues at average prices or actual lot 
prices. The average system is often 
adopted in spite of its slight inaccuracy 
and failure to show actual cost. 

In case detail accounts for foreign 


business are desired on the Home Office 
books, the procedure is identical in a 
choice of the three methods except that 
work is multiplied and must be carried 
out for each account separately. In 
general, a controlling account for the 
branch office should be kept on one of 
the lines just described and the detail 
accounts kept in proof to it in both cur- 
rencies. The primary object of such 
detail accounts is to show the actual cost 
in dollars of any account, debit or credit. 
Information of this sort is obviously of 
great value in many instances. The ac. 
countant can then state with certainty 
what his books mean and can furnish 
facts upon which proper allowances may 
be made for exchange conditions. 


Conclusion 


This discussion of foreign exchange 
accounting is an effort to work out the 
principles of the most desirable way of 
handling unavoidable fluctuations in 
value. The opinion arrived at is that 
fictitious and unrealized gains or losses 
should not be put into the balance sheet, 
and that balances should be carried at 
cost of exchange. Special cases will 
warrant different treatment. Estab- 
lished financial conditions will make ad- 
justments advisable from time to time. 
Cost of exchange does not constitute a 
sure rule fitting all cases. If one were 
dealing with Germany, cost of exchange 
would show a pyramid of fictitious 
profits. Reduction to market values 
would be necessary in this case. Special 
adjustments must be made to take care 
of situations of this character. The 
personal choice of some executives will 
lead to a conservative policy of writing 
off any losses shown by prevailing ex- 
change markets and of hesitancy in writ- 
ing up values from this cause. A policy 
of taking all losses and no gains on ex- 
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change is, to a degree, merely one means 
of reserving profits and is open to all 
the objections to such practices. A 
policy of cost of exchange by contrast 
furnishes a clear and definite basis for 
bookkeeping instructions and a state- 
ment of fact as to cost from which de- 
cisions can be made readily for further 
adjustments. To restate the point, no 
foreign exchange profit should be cred- 
ited to Profit and Loss account unless 
it is available for dividends in this coun- 


try. 
Federal Income Tax Rulings 


It should be noted that a series of 
Federal income tax rulings has been 
issued in which certain inconsistencies 
appear. The most general tax ruling 
on foreign exchange provides that for 
the computation of net income “the tax- 
payer may convert current assets less 
current liabilities payable in the foreign 
currency at the current rate of exchange 
or at any rate less favorable to him. 
This ruling should apply primarily to 
taxpayers trading or manufacturing in 
foreign countries and should not be held 
to apply to isolated or collateral invest- 
ments in foreign credits or securities.” * 

The phrase “or at any rate less 
favorable to him” presumably means at 
any rate which will yield a larger income 
or a smaller loss. Decision Number 
31-20-1109. C. B. Number 3, p. 334, 
gives the same ruling in respect to in- 
vested capital. A later decision is more 
definite: “Assets and liabilities (other 
than capital assets) should be appraised 
in dollars (whether actually converted 
or not) at the close of each taxable year 
at the current or market rate of ex- 
change then prevailing.” 2 The prin- 





‘Cumulative Bulletin Number 2-1920, p. 60; de- 
cision Number 3-20-682. 


* Number 10-20-0090. C. B. Number 2, Dp. 60. 
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ciple of realization is recognized in the 
qualification on a case where a London 
branch office remitted its profits from 
time to time. The ruling was to use 
the actual dollars for computation of 
net income in so far as realized by re- 
mittance, and for the balance of the 
sterling profit to apply the end-of-the- 
year rate of exchange.® 

Still further recognition of the prin- 
ciple of realization is found in a case 
of a debt for raw material purchased 
in France. The practice of converting 
the entire balance due the French inter- 
ests at the prevailing rate of exchange 
was held incorrect “since it results in 
the returning of a gain or loss by the 
company due to changes in the rate of 
exchange, which gain or loss not only 
has not been realized, but could never 
be realized (unless the company is 
liquidated) until all or a portion of the 
amount due the French interests was 
repaid.” To reflect true income the rul- 
ing specified that the net debit for the 
year should be applied to the portion 
of the debt to the French interests long- 
est outstanding, and any resulting gain 
or loss by exchange should be accounted 
for on the returns.* The rulings do not 
show as yet the line of demarcation be- 
tween this case of an outstanding debt 
and the prior cases of net quick assets. 
This case certainly suggests that the 
principle of permitting only profits and 
losses realized might be extended 
further if not over all cases. 

In the special case of a dealer in for- 
eign exchange, it is permitted to convert 
foreign money on hand either (a) at 
cost, or (b) at cost or market value, 
whichever is lower. For other purchas- 
ers of foreign money “the realization 
of the gain or loss is postponed until 





8 Number 25-20-1009. C. B. Number 2, p. 6r. 
4 Number 29-20-1069. C. B. Number 3, p. 75. 
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disposed of or converted.”*® This 
makes a special case of currency in ex- 
ception to current assets in the first 
ruling. Cash balances in London for 
purchasing material were held to show 
no loss for tax purposes due to a fall 
in exchange since purchasing the ex- 
change. Similarly prepayments on 
goods purchased were held to be not 
subject to inventory, as the goods were 
not yet reduced to possession and loss 
in exchange due to lower rates at the 
end of the year was not allowed as de- 
ductible.* 

This series of tax rulings indicates 
that at the outset a general conversion 
of foreign quick assets and current lia- 
bilities was contemplated at the rates 
prevailing at the end of the accounting 
year. This method is reasonable and 
fair in the very common case where 
cash and other balances are small and 
also insignificant in comparison with the 





5 Number ro-21-r491. C. B. Number 4, p. 6r. 
® Number 23-21-1672. C. B. Number 4, p. 64. 
1 []-22-1067, September 3, 1923. 


total annual business. The chief object 
of the Tax Department was to ascer. 
tain true income, and as various com. 
plicated cases were presented for deci- 
sion deviations from the first rule were 
recognized tending to approach nearer 
and nearer the position of realized 
profits or losses on exchange as stated 
in this article. The Department at 
many points in the tax law accepts trade 
practices, if consistently adhered to, pro- 
vided income is thereby correctly stated 
over a sequence of years. It has not 
specifically withdrawn the early ruling 
requiring conversion at market rates. 
Nevertheless, sufficient deviation has 
been approved to warrant the statement 
that the maintenance of all foreign bal- 
ances, cash, receivables, inventories, 
payables, and fixed assets at cost of ex- 
change showing exchange loss or gain 
only after disposal or actual conversion 
will be acceptable in most cases as a 
true statement of condition for income 
purposes. Germany would afford the 
exception. 
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SUMMARIES OF BUSINESS RESEARCH 
INCENTIVE SYSTEMS OF WAGE PAYMENT?! 


OR many years, piece-work—pay- 
ment to workers in direct propor- 
tion to the amount of work done 

—was the only wage system giving the 
workman an incentive for increased pro- 
duction. In recent times, however, cer- 
tain employers have adopted methods 
of wage payment which are intended to 
overcome the disadvantages arising out 
of the use of piece rates, but which re- 
tain the incentive for increased produc- 
tion and its concomitant, a lower over- 
head per unit of product. These mod- 
ern developments aim to offer an in- 
crease of wages to the employee in ex- 
change for a higher performance and 
to reduce costs to the employer as a 
reward for more efficient management. 
Although not widely used, they are 
worthy of critical discussion. 

Five types, of which there are many 
modifications in one form or another, 
have been selected as representative: 
the Halsey Premium Plan, the Taylor 
Differential Piece Rate, the Gantt Task 
and Bonus System, the Emerson Effi- 
ciency Wage, and the Bedaux Point 
System. The operation of each system 
is described, and the attendant advan- 
tages and disadvantages are pointed 
out. This is followed by an analysis, 
from the view-point of the employee, 
of the theory underlying all of them. 
In the conclusion, especial emphasis is 
laid upon the important prerequisites 
to success. 


The Five Systems Explained 


THE HALSEY PREMIUM PLAN. The 
Halsey Premium Plan was the first of 


this series of attempts to break away 
from the traditional methods of wage 
payment. Under it a standard time, de- 
termined upon the basis of past experi- 
ence, is set for the operation in question, 
and this time is usually guaranteed 
against change unless major changes in 
method occur. To the workman who 
is unable to perform the operation in 
the time set, wages at the hourly rate 
are paid. To those who complete the 
task in less than the standard time, a 
premium is paid, in addition to the 
hourly rate for the elapsed time (actual 
time of performance). This premium 
is a fraction of the wages for the time 
saved. In the original plan this frac- 
tion was one-third, but in actual practice 
it varies from one-quarter to one-half. 
Thus if the standard time for a given 
piece of work is one hour, the bonus for 
the time saved one-third, and the work- 
man performs the job in 45 minutes, he 
receives pay at his hourly rate for the 
45 minutes plus pay at one-third of his 
hourly rate for the 15 minutes saved. 
The net result is a total of 50 minutes’ 
pay for 45 minutes’ work. If the man 
takes more than the time set, he is paid 
at his hourly rate. 

An examination of this plan will 
bring out the fact that it is a day-wage 
system of payment for standard produc- 
tion or less and a piece rate for all pro- 
duction over the standard, the rate be- 
ing a fraction of that paid for standard 


—_—_ —_—- 


1 This article is the second of a series dealing 
with methods of wage payment. It does not dis- 
cuss all wage systems actually offering incentives 
to the employee. Piece rates have been separately 
discussed, and systems offering incentives for other 
than productive effort are excluded. 
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production. Under the straight piece 
rate, the worker is paid a full rate for 
his production and does not split the 
reward for increased production with 
the management. 

There are several advantages in the 
Halsey plan. It is easy to introduce, 
since it guarantees the worker a full 
day's pay and makes necessary no con- 
spicuous changes in the shop conditions. 
It protects the employer from unduly 
high earnings on the part of the work- 
man if the standard has been set too 
low, for the latter receives pay for only 
a fraction of the time saved. As com- 
pared to day wages, which it almost 
always supplants, the plan is likely to 
result in increased production and is 
therefore of benefit to the employer. 

On the other hand, the incentive is 
not high enough to secure a maximum 
production from the employees, since 
the reward is not proportionate to the 
increase in effort. Again, the workman 
can “put one over’”’ by working swiftly 
on jobs the standard of which is easy 


to attain, and by soldiering on those 
dificult to perform in the time set under 
the protection of the day-wage guar- 
antee. 


Tue TAYLOR DIFFERENTIAL PIECE 
Rate. The second of these incentive 
systems of wage payment to be devel- 
oped was the Taylor Differential Piece 
Rate. As used by Frederick W. Tay- 
lor, it differs from the Halsey Premium 
Plan in that the rate is based upon an 
accurate and scientific time study which 
requires rigid standardization of shop 
conditions throughout the plant and an 
adequate force of foremen and clerks 
to give the worker personal demonstra- 
tions and written instructions. 

In making up the Taylor Differential 
Rate, a standard task, guaranteed 
against a change (except where the op- 
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eration itself is revised) is set by care- 
ful time study in such manner that a 
first-class workman finds it necessary to 
work steadily and continuously in order 
to do the work within the standard time. 
Wages are paid on the basis of two 
rates. A high rate, paid to those who 
make the task, is so set that the result- 
ing earnings are above the average 
going wages for the particular class of 
work in the community. The low rate 
is paid when the workman fails to make 
the task and results in earnings which 
are well below the average going 
wages. This tends to drive out the in- 
efficient worker and to recruit a force 
of high-class men. 

The outstanding feature of this plan 
is the sharp break in wages at the point 
of performance of the task. This 
necessitates a careful measuring of the 
standard and complete control of condi- 
tions which affect the workman in his 
work, in order that complaints may be 
minimized and injustice avoided. The 
task is set so high that even the first- 
class workman will seldom exceed it to 
a marked degree, and the chances are 
that he will occasionally just fail to 
reach it. In such an instance, if the 
failure is due to the fault of the man- 
agement, there is good ground for com- 
plaint on the part of the worker because 
of the great disparity between the two 
rates by which his weekly wages are 
figured. 

Because of its exacting nature, the 
system can be used in industry to a lim- 
ited extent only. First-class operatives 
working in a scientifically managed 
plant will accomplish the results desired 
—increased production and a lower 
overhead cost per unit of product. The 
system depends for its success largely 
upon the degree of standardization in 
the shop. In most plants, this requisite 
degree of standardization comes only 
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after a long and expensive analysis has 
been undergone. 


THE GANTT TASK AND Bonus Sys- 
TEM. The Gantt Task and Bonus 
System is similar to the Taylor Differen- 
tial Piece Rate in that a definite task 
guaranteed against increase is set, repre- 
senting a first-class performance and 
based upon accurate time-study and 
strictly standardized shop conditions. 
Under the Gantt plan, if a workman 
completes his task in the allotted time, 
he is paid a definite bonus—usually 
from 25% to 50% of the time allowed 
—in addition to the day rate for that 
time allowed. The day rate is guaran- 
teed to all those who fail to make the 
task. For example, assume that three 
workmen rated at 50 cents an hour are 
performing a job, the standard time for 
which is § hours with a bonus of 30% 
if the job is finished within that time. 
Assume that the first completes it in 4 
hours; the second, in 5; and the third, 
in 6. Under the Gantt method of pay- 
ment, the first two will receive each 
$3.35 for the job, and «he third, day 
wages at $3, but the first will be work- 
ing at the rate of $6.50 per day; the 
second, at the rate of $5.20 per day; 
and the third at the rate of $4 per day. 
The plan is day-work for men who can- 
not attain the standard and piece-work 
for those who can make the task. Un- 
like the Halsey system, it gives the 
workman the full reward for the time 
he is able to save. 

To the employer, certain advantages 
arise out of the use of this system. The 
big incentive to higher performance re- 
sults in increased production. The 
guarantee of the day rate makes for a 
certain amount of ease in introduction 
without jeopardizing the company’s re- 
lations with its employees. On the 
other hand, the plan is subject to the 


major disadvantage of the Taylor Rate 
—although to a lesser extent—in that 
the abrupt break in the wages at the 
point of performance of the task will 
be cause for complaint on the part of 
those workers who just fail in their at. 
tempt to complete the job in the allotted 
time. 


THE EMERSON EFFICIENCY Wace. 
In order to eliminate the sharp break in 
wages inherent in the Taylor and Gantt 
systems, Harrington Emerson devel- 
oped a plan of payment based upon the 
efficiency of the worker. As under the 
two preceding plans, a careful study 
of the details of production is made, 
and a standard performance, guaran- 
teed against change, is set which repre- 
sents a fair task for the worker. If he 
completes the job in the time allowed, 
he receives a large bonus. The distin- 
guishing feature of this plan, in contrast 
to the methods of Taylor and Gantt, 
lies in the fact that smaller bonuses may 
be earned in case the workman does not 
quite make the task and that the bonus 
is figured over a pay period or longer. 
This periodical award tends to make 
the workman desirous of earning the 
bonus on every job, since the averaging 
of a number of poor performances with 
a few good ones means the loss of any 
bonus which may have been earned on 
the good performances. 

The efficiency of the workman is ex- 
pressed in terms of a percentage calcula- 
tion arrived at by dividing the time al- 
lowed for the task by the actual time of 
performance. If the job is standardized 
at 120 hours and the worker performs 
it in that time, he is rated as 100% 
eficient. If he takes 240 hours, his 
efficiency is 50%; if he takes only 100 
hours, his efficiency is 120%. For all 
efficiencies up to 6624%, he is paid at 
the hourly rate for the actual time con- 


sumec 


66%' 
to hi 
bonus 
This | 
the Vv 
creas 
ficient 
of 1¢ 
the ¥ 
20% 
Thus. 
eficie 
recei\ 
comp 
time | 
In th 
the ti 
other 
lowec 

On 
syste! 
stanc 
1009 
stand 
ficien 
time | 
in the 
can b 
ficien 
rate. 
in pr 
earni 
an e 
from 
incre; 
1704 

In 
make 
the d 
subst 
rate | 
who « 
the | 
vides 
Tayl 
sharp 








sumed. For efficiencies ranging from 
6624% to 100%, he receives in addition 
to his day rate for the time taken a 
bonus corresponding to his efficiency. 
This bonus is a percentage calculated on 
the wages of the time taken and in- 
creases gradually to 20% as 100% ef- 
ficiency is approached. For efficiencies 
of 100% or over, the worker receives 
the wages of the time allowed, plus 
20% of the wages of the time taken. 
Thus, workmen who are over 100% 
eficient under the Emerson plan do not 
receive quite the wage of workers who 
complete their work in the standard 
time under the Task and Bonus System. 
In the one case, the bonus is figured on 
the time actually taken, whereas in the 
other it is computed upon the time al- 
lowed. 

One particular modification of this 
system is worthy of note. In many in- 
stances, workmen who are rated as over 
100% efficient are paid—as are sub- 
standard workers—on the basis of ef- 
ficiency rather than upon the basis of 
time taken and time saved, the increases 
in the bonus being greater for those who 
can better the standard. At 140% ef- 
ficiency, the bonus is 60% of the day 
rate. Thus with an increase of 50% 
in procuction from 6634% to 100%, 
earnings increase only 20%, whereas 
an equivalent increase in production 
from 100% to 150% brings about an 
increase of earnings from 120% to 
170% of the day rate, or 42%. 

In conclusion, the Emerson plan 
makes possible an easy transition from 
the day rate to the piece rate, since for 
substandard workers it pays on a day- 
rate basis with a bonus, and for those 
who can equal the standard it approaches 
the piece rate. Furthermore, it pro- 
vides an incentive similar to that of the 
Taylor and Gantt systems without the 
sharp break in wages at the point of 
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performance of the task. On the other 
hand, however, the computation of the 
earnings of each worker is an intricate 
proposition and one not readily under- 
stood by the average man. 


THE Bepaux Point System. The 
Bedaux Point System, the last of this 
series of wage-payment methods to be 
discussed, is the most recent develop- 
ment along the lines of bonus payment 
for increased output. Although the 
soundness of the principles back of it 
are open to question because of its new- 
ness, it is being introduced into many 
plants with no small degree of success. 
Time studies are taken in order to get 
accurate “standards,” but no attempt is 
made to better the existing conditions or 
to find out the one best way of per- 
forming each operation. It is in this 
respect that the Bedaux system differs 
from the three preceding. 

All calculations in this plan are made 
upon the basis of the productive 
“point” or “B,” representing the quan- 
tity of work which should be produced 
in one minute, due allowance having 
been made in the calculation of the point 
for rest and unavoidable delay. Stan- 
dard production consists of 480 points 
per eight-hour day. A “standard’’ un- 
der this system is the number of min- 
utes or fraction of a minute allowed to 
perform each operation. For a given 
performance or job, the number of 
points produced is calculated by multi- 
plying the “standard” for the operation 
involved by the number of pieces com- 
pleted. For any points in excess of the 
standard daily production, the worker 
is paid a bonus of 75% of the value of 
these premium points. The other 25% 
of the premium points is turned into a 
pool, which is distributed periodically 
to the foremen, job-setters, and other 
indirect workers as additional compen- 














478 HARVARD BUSINESS REVIEW 


sation for their part in increasing the 
production of the department. The 
worker receives his pay in two separate 
envelopes, one containing the regular 
weekly wage at the hourly rate and the 
other the accumulated bonuses for the 
pay-roll period. 

Certain distinctive features are evi- 
dent from the discussion. Changes in 
the wage level are made easily, since 
adjustment is necessary only in the day 
rate. The plan is easy to install, since 
it requires no painstaking analysis or 
standardization. It provides a reward 
for the non-productive employees, 
whose assistance the workman must 
have in order to attain the maximum 
production. Departments or whole 
factories can be compared as to labor 
efficiency with other departments or fac- 
tories, and individuals can be compared 
with the work of the shop as a whole, 
on the basis of the number of “points”’ 
or ‘“B’s” of work accomplished per 
hour. 


Incentive Systems from the Employees’ 
View-Point 


Although the incentive systems de- 
scribed in general approach the piece 
rate in their fundamentals more nearly 
than they do the day wage, they are 
more frequently resorted to in cases 
where a change is being made from the 
day wage. Whether supplanting piece 
rates or day wages, the change will be 
attended by certain advantages to the 
employee. The increase in wages will 
appeal to all who have heretofore 
worked under the day-wage system, 
while the fully guaranteed tasks will be 
appreciated by those workmen who have 
been paid upon a straight piece-rate 
basis where the task has not been guar- 
anteed. Again, the guarantee of the day 
rate in all systems but the Taylor Dif- 


ferential Piece Rate conduces to a sense 
of greater security on the part of the 
employee. 

On the other hand, certain disadvan. 
tages are claimed by workers who are 
paid under one or the. other of these 
systems. In the first place, workmen 
object to increases in production, be- 
cause they feel that such a tendency will 
result in a dearth of jobs and conse. 
quent unemployment. Although it is 
true that over a long period of time an 
increase in efficiency will improve the 
condition of the laboring man, it is also 
true that temporarily some men may 
be thrown out of work while sales are 
being built up to take care of the in- 
creased output. However, if the system 
is properly balanced so that a propor- 
tional increase will occur in all the de- 
partments of the plant, it will result in 
the employment of the same number of 
men to produce an added quantity of 
product; or if the business is growing, 
employees can be transferred to equally 
desirable and lucrative positions in 
other departments. 

In the second place, the employee 
feels that the management should not 
get so large a share of the benefits of 
the increased production, which to his 
way of thinking is due solely to his ef- 
forts. Under the operation of the Hal- 
sey system, the workman receives only 
one-third of the benefit accruing from 
the production over and above the stan- 
dard. In the others, especially in cases 
where the transition has been made 
from the day-wage basis, a standard is 
set by time-study that is well above the 
previous records of production, with the 
result that the worker must increase his 
output greatly before he is eligible for 
the bonus. This leads to a feeling upon 
his part that the real object of the new 
plan is to get more work done for less 
money, and he will oppose its introduc- 
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tion unless he has considerable confi- 
dence in the management. 

In the third place, the average work- 
man finds it difficult to compute his own 
earnings under some of the more elabo- 
rate of these plans. This is particularly 
true of the Emerson and Bedaux sys- 
tems, which call for a high degree of 
confidence in the management on the 
part of the workman. 

In the fourth place, the worker feels 
that the systems tend toward “slave 
driving,” especially in the case of the 
Taylor, Gantt, and Bedaux plans. The 
first two, although very liberal in wages, 
are exceedingly exacting in perform. 
ance. The worker has to work steadily 
and consistently in order to make the 
task; and if he is fatigued after doing 
a fair day’s work under the straight 
day-wage system, he is likely to balk at 
doing perhaps two or three times as 
much work under the incentive system 
as he did prior to its introduction. 
This, however, is a difficulty of installa- 
tion rather than one of operation. Very 
frequently, the delays due to unstand- 
ardized shop conditions or machine 
break-downs are the causes of fatigue. 
If these are eliminated and the condi- 
tions made right, the worker finds that 
steady work with periodical rest periods 
is sometimes less fatiguing than stand- 
ing around waiting for work. The in- 
dictment of the Bedaux system arises 
out of the fact that the foreman is paid 
a bonus out of a pool, the size of which 
depends upon the number of premium 
points earned by the workmen. It is 
felt that he will drive the men under him 
to greater effort in order to receive as 
large a bonus as possible. 

Finally, it will be noted that all stand- 
ards are set by scientific time-study, ex- 
cept in the case of the Halsey Premium 
Plan. This involves the analysis and 
timing of the task by someone other 
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than the workman himself, a delicate 
procedure and one opposed in many in- 
stances by the worker. He feels that 
he is in the best position to ascertain the 
time of performance because of his ex- 
perience on the job. In considering this 
reaction on the part of the workman, 
this objection should not be underesti- 
mated. 
Conclusion 


All of the five methods of wage pay- 
ment presented have been introduced in- 
to industry at one time or another with 
varying degrees of success. In each 
case, the degree of success has been de- 
termined by the conditions under which 
the system has been installed rather 
than by the mechanism of the system 
itself. Observation of these systems in 
operation has led to the discovery of 
certain fundamental principles which 
are likely to aid in successful installa- 
tion. Some of these principles are 
listed. 

1. The plan should guarantee the 
day or hourly rate. This assures to the 
management the cooperation of the 
worker in the introduction and opera- 
tion of the system and contributes to his 
confidence. Substandard workers will 
be assured of a living wage, and regular 
recipients of the bonus can rely on the 
hourly rate if for some reason they are 
temporarily unable to reach the stand- 
ard. 

2. An abrupt break in wages at the 
point of performance, as in the Taylor 
and Gantt plans, should be avoided as 
far as possible. Factors not controlled 
by the workman will frequently appear 
and cause him to just miss reaching the 
standard. This failure to make the 
bonus seems to be one of the most com- 
mon sources of antagonism on the part 
of the worker toward the management. 

3. A third principle emphasizes the 
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necessity of adherence on the part of 
the management to the tasks once they 
have been set. The past experience of 
the worker has usually been that the 
employer will increase the standard of 
performance if it becomes apparent that 
the original standard was set too low. 

4. Conditions and methods through- 
out the shop should be carefully stand- 
ardized, so that tools will always be 
ready and in the best condition, and 
materials moved up to the machine or 
work place at the proper time in order 
that there be no delay. Rigid control 
methods and uniform conditions form a 
responsibility for the management, par- 
ticularly in cases where the men are paid 
for work done; and the cooperation and 
good-will of the men depend upon the 
extent to which the management as- 
sumes this responsibility. 

5. The system should be simple and 
such that the workman can keep track 
of the amount of pay he is entitled to 
receive. Otherwise, unless he has a 
high degree of confidence in the man- 
agement, he may feel that his wages 
are not always correct. 


6. Care should be exercised in setting 
the bonus percentage. A higher bonus 
is necessary to provide an incentive for 
skilled workers than for common |a- 
borers. Again, there is danger in over- 
paying a man as in underpaying him. 
Absence from work made possible by 
such overpayment will easily disrupt 
production schedules; inequality of over- 
payment will give rise to jealousy and 
ill-feeling among the various groups 
within a plant. 

7. Finally, the plan of wage payment 
should in some way provide for the 
older men who have seen long service 
with the company and yet may still be 
active. These men possess an intan- 
gible value to the concern because of 
their versatility. Their loyalty to the 
management is a strong factor in build- 
ing up the morale of the younger men 
just making a start. They are, how- 
ever, in most cases not able to maintain 
the pace set by such younger and more 
vigorous men, and, as a result, some 
special provision must be made if they 
are to receive pay commensurate with 
their worth. 


THE USE OF CONTESTS AMONG SALESMEN 


ALES contests! are a device intro- 
duced by sales managers as a means 

of increasing the efforts of salesmen at 
certain periods. They are based on the 
theory that aside from the usual mone- 
tary rewards, men who sell will respond, 
as do men in other activities, to well- 





1This study is based largely upon the results 
of a questionnaire sent to 171 business concerns 
having organizations of sufficient size to permit the 
use of sales contests. A large number of the con- 
cerns addressed were national advertisers and had 
national’ organizations. The questionnaire con- 
tained 17 questions and required considerable time 
for detailed answers. Incomplete answers were 
given by some cooperators, and for that reason 


chosen incentives essentially non-finan- 
cial in character. Advocates of such 
contests aver that the more “human” 
qualities to which an appeal is made are 
qualities which have not been sufficiently 
recognized heretofore—or, at least, con- 
sciously utilized—in the stimulation of 





the totals vary in different parts of the article. 

The purpose of this study was not to discover 
the different kinds of contests in use or novel ideas 
for holding contests, but rather to ascertain the 
essential requirements of a good contest and the 
results of the use of contests in general. To avoid 
disclosure of confidential material the names of 
contributing concerns have been disguised. This 
does not, however, affect the tabulation of results. 
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sales efforts. The extent to which such 
incentives are really effective and the 
problem of whether they are effective at 
all over a long period of time, present 
controversial questions. 

A study of sales contests has been 
attempted here, in order to determine 
the worth of the idea itself and to bring 
out, on the other hand, some general 
conclusions in regard to methods used 
and the reasons for possible success. 
The case of a company that is consider- 
ing the installation of a new contest has 
been used to illustrate a number of the 
questions of method involved. 


The Problem Illustrated 


Products sold by the System Filing 
Company were office furniture, filing 
cabinets, and filing and indexing sup- 
plies. In addition the company installed 
complete filing and indexing systems. 
The sales organization of the company 
consisted of about 35 branch offices and 
250 salesmen. Planned sales for 1924 
represented an increase of 20% over 
1923, but sales for the first quarter were 
only 15% greater than the previous 
year. In April, the advertising manager 
suggested that sales could be increased 
by conducting a sales contest during the 
summer months. 

Several sales contests had been con- 
ducted in previous years. The officers 
believed that the contests had been suc- 
cessful, but there had been a distinct 
drop in sales at the close of the most 
recent contest. In 1916 when a new 
product was introduced, a contest was 
successfully held extending from Oc- 
tober 1 to December 31. The sales 
organization was divided into four 
divisions, and prizes were awarded to 
those salesmen in each division who se- 
cured the greatest volume of sales on 
the new product. The next contest was 


SUMMARIES OF BUSINESS RESEARCH 481 








ATTA FTAA ANTRA FAT RTTATATRrAAM wwrreem 1h Pees 






conducted in 1921 and was based on a 
system of rating by which the sales of 
various specific items, as well as the total 
volume of sales, were taken into ac- 
count; in March, 1922, a similar contest 
was used. A contest was held in May, 
1923, with the object of increasing the 
sale of products carried in stock. The 4 
branch office which had the largest per- i 
centage of stock sales to total sales was 
awarded the cup. Still another contest 
followed, from June 1 to August 31, 
1923. This contest was conducted in 
order to stimulate sales of special prod- 
ucts during the summer months. 

The method of payment of salesmen 
was changed in January, 1924, when 
the straight-salary plan was discarded 
and a salary-and-bonus plan adopted. 
Quotas were established for all sales- 
men and a base salary was guaranteed. 
When a salesman’s sales reached 75% 
of quota he was given a bonus of 5% 
of the salary; for each additional per 
cent of quota, a salesman received 34 % 
of his salary. 

Another contest on the new basis was 
to extend from June 1 to September 30, 
1924. Competition was to be based on 
six items, each item having a quota. 

The six items were: 

Total sales on all products, in dollars 

Sales of wood and steel cabinets, in dollars 

Sales of cards, in dollars 

Sales of guides, in dollars 

Sales of folders, in dollars 

Number of new accounts 

In order to make the contest among 
salesmen more equitable, salesmen were 
to be divided into groups of seven, 
regardless of their affiliation with 
branches. The branches on the other 
hand were grouped into four divisions. 
A monthly cash prize of $15 was to be 
awarded to the salesman with the 
highest standing in each group, based 
upon a composite of the per cent of 
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quotas obtained. A cash price of $50 
was to be given to the highest salesman 
in each group at the end of the contest. 
A cup, called the ‘‘President’s Cup” was 
to be awarded to the branch having the 
highest standing among all at the end 
of the contest, and a cup known as the 
“Sales Manager’s Cup” was to be 
awarded to the branch having the 
highest standing in its division. 

A special problem in connection with 
this new contest was the method of an- 
nouncing the terms of the contest, the 
progress of contestants, and the final re- 
sults. It was felt that a large measure 
of success depended upon enlisting and 
retaining the full support of salesmen. 
Sales contests previously had been an- 
nounced in the company’s house organ, 
which was published monthly, and in 
form letters sent to the salesmen. It 
was believed that this contest could be 
made more effective if each branch man- 
ager announced it in a personal confer- 
ence with his salesmen. A special bulle- 
tin of four to eight pages was to be pub- 
lished each month, containing complete 
reports of the progress of the contest- 
ants and other interesting information 
about the contest. The company had 
several definite objectives to accomplish 
in the proposed contest. 

Sales usually declined somewhat dur- 
ing the summer months. It was thought 
that the sales contest would stimulate 
salesmen’s efforts during that period 
and the total sales volume would be 
increased to the planned figures. The 
salesmen were likely to strive actively 
for the prizes because each competed 
with only six other salesmen. Interest 
of the branch managers and the sales- 
men was sustained by awarding a prize 
at the end of each month and at the end 
of the contest as well. Differences 
among men in territory and experience 
were equalized by proper grouping and 
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by the establishing of quotas. The 
products given special emphasis in the 
proposed contest were produced in the 
company’s factories. By placing weight 
on these items it was expected that the 
capacity production of these items could 
be sold. By specifying various com. 
modities, the salesmen were induced to 
emphasize the various lines of products, 
some of which were subject to a greater 
decline in summer than that of other 
products. Salesmen might concentrate 
on only one or two products if prizes 
were awarded for the total volume of 
sales. Moreover, the branch managers 
could judge the ability of salesmen more 
accurately by watching their progress in 
the contest. Adoption of the contest 
was urged, finally, because the morale 
of the whole sales organization would 
be strengthened. 

There were certain difficulties to be 
encountered in the conduct of the con- 
test which in this case were brought for- 
ward by the president. Since salesmen 
were to receive a bonus under the new 
plan of payment, full compensation was 
to be given them for exerting extra 
sales effort. The president believed it 
unwise to offer added rewards when 
salesmen were already compensated 
fully for accomplishing what was ex- 
pected of them and exceeding their 
quotas. It was necessary also to estab- 
lish quotas for each item for all sales- 
men, since the existing quotas consisted 
merely of the total sales for each. The 
sales manager objected to the plan be- 
cause of the expense involved in setting 
quotas and the difficulty of establishing 
them fairly, particularly for each of the 
six items. It was not possible for the 
salesmen to estimate their relative stand- 
ing easily but all had to wait until the 
end of the month to determine their 
progress. The expense involved for 
prizes and publishing the bulletin would 
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amount approximately to $5,000, al- 
though sales for the period, which it was 
estimated would be from $3,000,000 to 
$3,500,000, might of course yield the 
company a compensating profit. 


The Use of Contests 


An attempt to cover the various 
problems confronting this particular 
company is made in the questionnaire, 
together with several other elements of 
strength and weakness involved in the 
operation of contests, Forty-two con- 
cerns replied to the questionnaire. Of 
this number 18 are using contests at 
the present time and 24 are not. An 
analysis of the merchandise handled by 
the concerns using sales contests shows 
that out of a total of 18 of these con- 
cerns, 13 are selling a specialty good, 
4 are selling a convenience good and 
one is selling a raw material for whole- 
sale consumption.? Eleven of the 24 
concerns not using sales contests han- 
dled a specialty good, one handled a 
shopping good, 7 handled a convenience 
good, and 5 handled raw materials and 
other producers’ goods for wholesale 
consumption. From this one can con- 
clude that the sales contest is used most 
often in specialty lines, less frequently 
in convenience lines, and seldom in shop- 
ping goods. 

Another classification was made of 
the results on the basis of the type of 
product sold, the classification being on 
the basis of specific products rather than 
general lines. The actual figures are 
shown in the tabulation at the top of 
the page. 

Only four of the concerns using sales 
contests carried more than a single line 
of products, and three of these four 
concerns restricted their contests to 


“See Harvard Business Review, Vol. I, p. 282. 
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special products or special grades of 
products. 
Concerns Concerns 
Using Not Using 
Trade or Product Contests Contests 
Office appliances and equipment.. 5 
Electric appliances and equipment 3 
Household articles 
Wearing apparel 
Steel and steel products 
Automobiles and auto accessories 1 
Printing and advertising 
Pencils and pens 
Foodstuffs 
B..ilding and construction material o 
Outdoor articles 


Eleuwnn vee wnno 


Of the 24 concerns which are not us- 
ing contests at present, 19 have never 
used contests, 4 have used contests and 
have abandoned them, and one concern 
is considering the advisability of intro- 
ducing sales contests. It was impossible 
to secure complete answers to the ques- 
tionnaire from the concerns which do 
not use sales contests, so that specific 
reasons in all cases cannot be presented. 

The chief objection to contests seems 
to be that they are not necessary for 
good salesmen. One manufacturer con- 
tends that if a man is a real salesman, 
he does not need the stimulus of a con- 
test. Four other concerns answered 
similarly. From this it would seem 
logical that sales contests are more suit- 
able for large sales organizations, which 
must necessarily have men of widely 
varying ability and loyalty. 

Two concerns which do not use con- 
tests feel that contests could not be 
adapted with success to their lines. In 
the food-products field the danger of 
overstocking the dealer, accompanied by 
the resultant harm to the quality of the 
merchandise, seems to be the deciding 
objection to the use of sales contests. 
A concern dealing through exclusive 
agents feels that the introduction of 
sales contests would tend to cheapen the 
quality of its agents. 
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Contests are used among salesmen 
for a number of purposes: 


. To increase sales on the entire line 
. To push sales on special products 
. To launch and introduce new products 
. To obtain new accounts 
. To secure extraordinary effort in a 
number of directions for a short 
period of time 
6. To determine the real capability of the 
salesmen 
7. To move overstocked merchandise 
8. To move seasonal merchandise 
9g. To increase the number of calls and 
demonstrations 
10. To obtain new recruits for the sales 
force. 


Of these, increased sales, increased 
sales effort, and new accounts seem to 
be the main purposes for the holding 
of sales contests.* 


Ukr WH 


The Time of Contests 


Of the 18 concerns reporting, 12 hold 
contests at regular intervals and 6 hold 
contests at irregular periods. Fourteen 
organizations hold contests only when 
business is poor. Of the 14 firms using 
contests regardless of business condi- 
tions, 7 place special emphasis on con- 
tests when business is poor and 2 place 
emphasis on contests when business is 
good. 

As is illustrated by the experience of 
the System Filing Company, there ap- 
pears to be no rule governing the time 
of holding contests in the various sales 
organizations. The common practice 





8 There seem to be almost as many plans of sales 
contests in use as there are firms using contests. 
Every contest appears to be given a novel name. 
No one plan of name was used by more than two 
or three concerns at the most, although five con- 
cerns organized different types of honorary clubs 
among their sales forces. Among the various names 
given to contests were radio, horse race, baseball, 
team, branch, office boy, police, Egyptian, recruiting, 
watt, election, military, officers (named after of- 
ficers of the company), personal appearance, yacht, 
and sales department versus factory contests. 
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points toward the use of around three 
or four contests a year, although the re- 
sults are not conclusive. Two concerns 
hold contests continuously. 

About three months appears to be the 
length of time most commonly used, 
Monthly prizes seem to be essential for 
any contest which runs for any great 
length of time. On the other hand, con. 
tests which are too short in duration 
may place certain members of the sales 
force at a disadvantage. The actual 
lengths of contests in use were: 


One week ........ Ser ey rem ae I 
One ttle ioits. dest ieaee.. 3 
TORE ais ctddiccsiwvanee. I 
One to three months............... 4 
Six weeks ........ hig CAA ae ales « I 
Six to mine weeks. ..........ccccee 2 
“ERO GD i503 (RTO eis ce <i 4 
Cue s0er so cccckbaeitieesn I 
Variable, depending on kind......... 2 

19 


The Basis of Awards 


While prizes in most contests were 
formerly awarded only upon a basis of 
sales of the entire line, there has been 
a decided shift to a more equitable basis 
for the distribution of prizes. Thus 
straight sales as a basis for the de- 
termination of prize winners in sales 
contests is used in only seven of a total 
of 27 different sales contests analyzed, 
about 25% of the total. The elimina- 
tion of straight sales as a basis for judg- 
ing contests is probably due to the reali- 





Contests making an appeal to the salesman’s 
sporting instinct appear to be fairly common, as !s 
indicated by a total of eight baseball, horse race, 
and yacht contests. The timely appeal is struck by 
such contests as the Egyptian contest, held when 
the excavators were busy near Luxor; the election 
contests, held during the last presidential election 
and to be repeated this year; the radio contests, used 
when the radio boom was first coming into public 
notice; and the military contest used during the 
war and continued by one concern at present. 
One concern offers a prize of a pair of shoes to 
the salesman making the most calls! 
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zation on the part of sales managers 
that volume of sales is not in itself an 
equitable basis upon which to award 
prizes in sales contests. The various 
methods noted for recording the rank 
of salesmen and awarding the prizes 
are: 


Points for per cent above quota..... 9 
Straight enles ...0ceese pesnsocaes's 7 
Points according to product sold..... 3 
Points for orders and good-will efforts 3 
New CUstemiGlt cc idbecsetenceteve 2 
Calls and demonstrations........... I 
Sales to special type of consumer..... I 
Number of OG@G8B. . cbc ctacccscccs I 


Number of new salesmen recruited.. I 
Number of dealers who tie up with ad- 
VESUUINE occ edesiccstbucscoedel I 


The point system for the awarding 
of prizes appears to be the most equi- 
table basis in use. The salesman is 
assigned a quota for the year, and 
points are based on sales made in rela- 
tion to that quota or upon other desir- 
able achievements, such as the number 
of calls or demonstrations. The sales- 
man winning the most points is awarded 
the prize. The success of this type of 
contest depends to a large extent upon 
the manner in which the quota has been 
fixed and upon the confidence of the 
salesmen in the sales manager or his as- 
sistants. 

A typical combination of points for 
the mere volume of orders and the 
value of the orders is shown in the 
following plan used by an office ap- 
pliance concern. 


Volume of sales in dollars.... 35 points 
Total number of orders...... 15 points 


Number of orders product A.. 15 points 
Number of orders product B.. 15 points 
Number of orders product C.. 10 points 
Regularity of business ...... 10 points 

100 points 


In this type of contest the leading 
salesman in each classification is given 


the maximum number of points, and the 
other salesmen are rated accordingly. 

The practice of including other fac- 
tors than sales alone in the judging of 
sales contests indicates the realization 
on the part of sales managers that sales- 
men should build for the house rather 
than for themselves, and that contests 
may be dangerous unless modified prop- 
erly with this aim in mind. 


Information Regarding the Contest 


The broadside is the most common 
method used for the launching of a 
sales contest. Practically every sales 
contest is given a special name and this 
name is spread across the broadsides, 
which vary in size from 8% by 11 
inches to about 4 feet square. Most 
concerns follow up the broadside with 
personal or circular letters to the men. 
Ten concerns use broadsides. Seven 
concerns use personal letters and five 
concerns use circular letters. Five or- 
ganizations follow the practice of the 
System Filing Company and use a house 
organ in which to announce the contest. 
Some concerns change the name of the 
house organ with every contest in order 
to introduce more variety. Three con- 
cerns use special booklets. Teaser cam- 
paigns, charts, a convention, gathering 
at the branches, and personal talks with 
the men were each used by a single 
concern. 

In informing men of the standing and 
results, opinion is divided as to whether 
results of all men or of only the leaders 
should be included in reports of prog- 
ress. Some concerns believe that a re- 
port covering all men is discouraging 
to the poorer salesman and others con- 
sider it an encouragement. Bulletins, 
letters, and house organs are the meth- 
ods most frequently used in informing 
salesmen of progress and results. Re- 
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ports of progress are issued weekly by 
most concerns and monthly by the next 
largest group. One concern reports 
progress three times a week and another 
waits until the end of the contest. Ten 
concerns out of a total of 18 use weekly 
reports and 5 more use the monthly re- 
ports of progress. 


Miscellaneous Factors 


The value of prizes given ranged 
from $500 down to an honor which 
had no monetary value. The lowest 
money prize was $2. There was no 
definite point around which the value 
of prizes centered, and the variety of 
prizes offered was so great as not to 
permit of definite figures as to the value 
of the prizes offered. One concern of- 
fers such a variety* of prizes that 
it finds it necessary to issue a catalog 
of prizes. The different kinds of prizés 
offered by various concerns were: 


BED | 6 kd éasade betinune aeeween 17 

Articles for personal and household 

CRT et IO a CR I 
Honor clubs and medals............ 9 
WE ad obec ouibheenesovevotens 3 
BOS 5 Sd bknu Gee cdeetdwat 2 
POD, ins son geeks ctwens I 
BRED occ cc. dubdaws ss eonnd 2 
50 


Money alone was given as 2 prize in 
10 of the contests reported. Money in 
combination with merchandise was 
given in 6 contests. Prizes are given 
by 5 of the 18 companies to all sales- 
men having sales or points above a cer- 
tain minimum limit. Honor alone as a 
prize was not given in a single case, 
the honorary clubs or medals in alli 
cases being associated with money or 





*Increased variety of prizes is a result of the 
tendency to hold contests for specific items, or 
groups of items, rather than for total volume of 
sales. 


merchandise in the way of prizes 
There is no uniform figure that can be 
set down as the cost of conducting a 
sales contest or as the cost of prizes, 
The total costs of the contests ranged 
from $100,000, in the case of an elec. 
trical appliance concern, down to as low 
as $200 in the case of a household 
article concern. 

While 6 concerns in this study have 
used contests for a period of over 10 
years, only 2 concerns have contests 
today which have been in use for a 
period of 5 years. A large percentage 
of the contests are less than one year 
old, 9 out of a total of 18 reported. 
The necessity for introducing novel 
features into every contest in order to 
make it a success accounts for the short 
life of sales contests in general. 

One of the incidental questions asked 
was whether the results of sales con- 
tests were used as a basis for later pro- 
motion of salesmen or additional re- 
muneration. The answers to this ques- 
tion were: 


WED 0 onccdnsngece knees s 4 
DOD cov ced atsedas «oceans. 5 
PP PE, PRE 3 
Added remuneration .............. I 

13 


Contests probably serve to bring men 
of ability forward so that many promo- 
tions go to contest winners. 

In order to determine whether sales 
contests would be more successful under 
one plan of payment of salesmen than 
under others, an effort was made to 
correlate the method of compensation in 
the concerns using contests. The results 
were: 


Straight commission ............++: 8 
Commission and bonus..........+-+- 2 
Salary and beaus ..<.'svcscevessses I 
Salary and expenses.............++: a 

12 
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The salary is the most common form 
of compensation for salesmen, yet one 
finds that out of 12 companies reply- 
ing on this point a total of 10 pay their 
salesmen on a commission basis. The 
salary basis has been criticized as not 
giving the salesmen sufficient incentive, 
and yet one finds that most of the con- 
cerns believing it valuable to use addi- 
tional incentives in the way of sales 
contests are concerns using a commis- 
sion method of compensation. The 
one concern using a salary-and-bonus 
method of compensation does not hold 
contests among its own salespeople, but 
rather among retail salesmen not di- 
rectly connected with the organization. 
Only a few of the concerns which did 
not use sales contests reported on the 
method of compensation in use. Five 
concerns use a straight salary, one uses 
a salary and commission, and three use 
straight commission. 


Effect on Sales and Salesmen ® 


Every concern using contests re- 
ported good effects on sales while the 
contest was going on. The evidence 
regarding the effect on sales after the 
contests are over is not so conclusive. 
Five concerns reported an increase after 
the contest was over, but these concerns 
did not specify whether or not this in- 
crease was in addition to the normal 
and seasonal growth. Four concerns re- 
ported good effects without any expla- 
nation, three said that business slumped 
after the contest was over, and two re- 
ported normal business. One concern 
said that the effect on sales, after the 
contest was over, was good only in the 


_ ° The advantages and disadvantages brought out 
in answers to the questionnaire, other than those 
already mentioned, showed no other predominating 
characteristics. A large number of answers stressed 
the idea that contests act as a stimulant to greater 
effort; the fact that men learn their relative abili- 
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case of short contests. Another com- 
pany finds that the holding of special 
contests on particular items causes the 
salesmen to study the items being 
pushed, and this puts them in a position 
to secure more business on those items 
after the contest is over. 

Not all contests have had uniformly 
good effect on the sales force nor are 
all concerns using sales contests satisfied 
with the results obtained. All of the 
concerns reported that contests created 
a good, healthy rivalry, but several 
hedged the conclusiveness of this point 
in answers to a later question. Only 
eight concerns reported that contests 
kept the men up to standard when the 
contests were over, and two reported 
definitely bad effects when contests were 
over. 

Two companies reported that con- 
tests led to jealousy among the sales 
force and one reported that jealousy 
was particularly noticeable in inter- 
agency contests. Two other concerns 
reported that there was a tendency for 
men to oversell or overstock the cus- 
tomer. The reason that this tendency 
was not noticed by a larger number of 
concerns is probably due to the fact that 
a majority of the concerns answering 
the full questionnaire were selling ar- 
ticles in which the unit of sales was 
limited in most cases to one or two of 
a kind, for example, appliances. Close 
control by the sales manager and limi- 
tations of orders were found to be nec- 
essary by two concerns in order to keep 
down slipshod and indiscriminate sell- 
ing. 

A tendency to sell poorer credit risks 
was evident in the contests conducted 





ties under pressure, and that the sales manager is 
given a good standard by which to judge efficiency 
were other points brought out. Among the disad- 
vantages, the danger of overworking the territory 
and of destroying men’s efficiency for a period 
after the close of the contest was emphasized. 
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by four concerns. Another concern 
stated that limitation of prospects was 
necessary in order to control credit 
risks. The tendency for men to wait 
until near the end of the contest before 
beginning aggressive selling was noticed 
by two organizations. All of the con- 
cerns but one reported that the men 
were eager for more contests. The one 
concern in which the men were not 
eager for more contests holds its con- 
tests on special items, lasting for three 
months. 

Many sales contests have been ruined 
by the failure of the sales manager to 
place all contestants on the same foot- 
ing. Differences in men, in length of 
service, in size of territories, and in type 
of territories must be taken into con- 
sideration in order to make the contest 
a success. As one sales manager writes: 


This is the most important part of all con- 
tests, for it is very easy to discourage men, 
especially the “weaker sisters,’ by giving a 
quota which could not be secured by the best 
efforts of the man. It is far better to make 
a lower quota and to give a bonus on amount 
of business secured over and above it. 


As has already been indicated, most 
concerns make adjustment by means of 
a quota. Eleven concerns use a quota; 
two concerns make no adjustment; in 
other single instances, as methods of 
equitably adjusting differences, district 
prizes were given, men and territories 
were classified into groups, difficulties 
were adjusted by the sales manager, and 
contests were conducted for poorer 
salesmen. The practice of the Sys- 
tem Filing Company in grouping its 
branches and salesmen and in making 
allowances by means of quotas appears 
to be the proper method. 

The question as to whether repeated 
use of contests results in diminishing re- 
turns brought some interesting answers. 
It was evident that contests have not 


been uniformly successful. Fifteen 
firms answered the question. Seven 
answered in the affirmative, six an. 
swered in the negative, and two re. 
ported that it was too early to answer. 
The concerns which reported that re- 
peated use of contests resulted in dimin- 
ishing returns were more emphatic in 
their answers than the concerns which 
reported otherwise. The general spirit 
of the sales managers, who feel that 
repeated use of contests brings diminish- 
ing returns, is typified by the following 
quotation taken from the reply of an 
office appliance concern: 


We find that they must be used sparingly 
and with a great deal of precaution... . . 
The men must have some period of let-up be- 
tween contests; we contend that to run con- 
tests one right after another would be like 
whipping a horse all the way up a hill—he 
gradually gets so he does not pay any atten- 
tion to the whip. 


This difficulty is the chief objection 
to the use of contests as an integral part 
of sales organization and sales promo- 
tion. The standards of success estab- 
lished in society tend to cheapen and 
obscure the value of honorary rewards 
as direct stimulant to greater effort. 
The strength of the sense of competi- 
tion and emulation is weakened in the 
same way. These two potential incen- 
tives are overshadowed by the uni- 
versally recognized measure of success 
—money rewards. Thus the elements 
of novelty and of pressure from the 
sales manager become in too great de- 
gree the supporting elements of con- 
tests. Again, practically all concerns 
having contests reported that actual 
money prizes were used as rewards, 
rather than prizes of small or nominal 
value. The fact that those concerns, 
which reported diminishing returns from 
the use of contests, have used them for 
only a short period of time is additional 
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evidence that the future will bring even 
less satisfactory results. 


Conclusion 


Contests are of value in meeting 
special situations and in building up 
morale particularly in large organiza- 
tions. The general idea of this type of 
a non-financial incentive for salesmen, 
however, does not appear to have so 
much merit as has ordinarily been con- 
tended. Repeated or routine use of 
these incentives may result in diminish- 
ing returns. While the effect on the 
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salespeople and sales is good during 
the life of the contest, the effect after 
the contests are completed is doubtful. 
Moreover, sales contests offer many op- 
portunities for hard feeling and sus- 
picion between the men and the manage- 
ment, and inefficiencies may creep into 
the organization from the causes which 
have been pointed out. Sales contests, 
then, should be introduced only after 
careful study of special conditions to de- 
termine the suitable form and after 
some really equitable basis has been de- 
vised for making allowances for differ- 
ences between men and territories. 
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RECIPROCITY—THE AIMESBURY COMPANY 


E Aimesbury Company mznu- 

factures power equipment used 

by industrial concerns. In the 
spring of 1919 the company was in the 
market for an order of coal. When 
the bids were examined it was found 
that a regular customer of the Aimes- 
bury Company, Storyton Brothers, had 
put in a bid which was slightly higher 
than the bid submitted by a firm not a 
customer. The company was satisfied 
that either concern would furnish satis- 
factory quality and service. A member 
of the sales department contended that 
it was to the advantage of the company 
to give the order to Storyton Brothers, 
notwithstanding the price, because that 
firm had purchased mining machinery 
from the Aimesbury Company for many 
years and its continued patronage was 
desired. The purchasing department 
objected to the proposal, and the prob- 
lem was brought before the higher off- 
cials of the company for decision. 

The Aimesbury Company, with an- 
nual sales of about $38,000,000, pur- 
chased $13,000,000 of materials each 
year. In the purchase of materials the 
company had always stressed price, 
quality, and service. It had been the 
practice of the company to give the 
preference to bids made by users of its 
own product, provided these three fac- 
tors were equal among all bidders. It 
was realized that a decision concerning 
the acceptance of Storyton Brothers’ bid 
would create a precedent. The officers, 
therefore, had to decide the present 
problem on the basis of a general policy 
which would affect about 10% of the 
purchases. 


A knowledge of the policy and ex. 
perience of other manufacturers in re- 
gard to reciprocity is of considerable 
value in attempting to determine a cor- 
rect policy for the Aimesbury Company 
to follow. In order to find out the ex- 
periences of other concerns in this mat- 
ter, it was decided to send out question- 
naires to other manufacturers.! 


Analysis of the Policy of Reciprocity 


It was first necessary to analyze the 
problem of reciprocity in order to de- 
termine what questions should be asked. 
Reciprocity might be practiced in vary- 
ing degrees; the problem now confront- 
ing the company was to determine the 
policy to be adopted if the customer's 
bid was slightly higher. 

One of the questions to be met by the 
Aimesbury Company was whether or 
not the trade should know that the prac- 
tice of reciprocity was being followed. 
The attitude of other firms toward this 
matter, therefore, was sought. The ex- 
istence of any resultant difficulty in se- 
curing bids was also of importance. 

It was realized that if the Aimesbury 
Company decided in favor of this plan, 
the same situation would confront the 
company again. It was important, 
therefore, to know whether to decide 
each case separately or to adopt a gen- 
eral rule. Although the adoption of 
the practice would probably affect only 





1 Questionnaires were used here by the Harvard 
Business Review in the discussion of a “case” in 
business practice, in contr1st with their use in an- 
other article appearing in tiis issue, in a problem 


of research investigation. 
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10% of the Aimesbury Company’s pur- 
chases, the exact percentage was impos- 
sible to forecast. For this reason it was 
decided to determine roughly the per- 
centage of purchases which is subject to 
reciprocal agreements in other firms. 

If given the opportunity, a customer 
might in some instances be willing to 
meet the slightly lower bid offered by a 
competitor; this is really a variation of 
the idea of reciprocity. Information 
concerning the attitude of other firms 
towards giving customers such an op- 
portunity to revise their prices was de- 
sired. By this policy it is possible to 
keep down the cost of goods purchased 
and at the same time patronize cus- 
tomers, but it more directly violates the 
ethical standards of business practice. 

Goods purchased from customers at 

a slightly higher price placed an addi- 
tional burden of-cost on the company. 
This was not a proper charge to mate- 
rials, for the purchasing department 
could have secured them at a lower 
cost. Accordingly it was desirable to 
ascertain the accounting method pur- 
sued by other firms in handling this 
additional cost. Finally the opinions 
of the other firms as to the wisdom of 
the policy of reciprocity were sought to 
determine whether it is practiced be- 
cause it is considered expedient in light 
of present business conditions, rather 
than from a belief that it is sound busi- 
ness policy. 
_ As a result of the analysis the follow- 
ing questionnaire was prepared and 
sent to a representative list of manu- 
facturers. 
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1. Under what circumstances, if any, do you 
practice reciprocity? (check) 

(a) When price, quality, and service 
are the same? 

(4) When price is slightly higher for 
same quality and service? 

(c) When price is considerably higher 
for same quality and service? 

(d) Other circumstances ? —— 

. What actual price differential do you 
overlook in practicing reciprocity? 

. Do the firms from which you ask bids 
know that you practice reciprocity? 

. Does the practice of reciprocity increase 
the difficulty in obtaining bids or prices? 

. Is each case involving the use of reciproc- 
ity decided separately or do you have a 
general rule? If you have a general rule, 
will you kindly state it? 

. In what officer is vested the power of de- 
ciding upon the practice of reciprocity as 
a policy of the company? (please check) 

(a) President? 

(6) Treasurer? 

(c) Purchasing agent? 
(d) Sales manager? 
(e) Other officials? 

. What percentage of your purchases, or of 
your sales, is made with reciprocity in- 
volved? 

. Do you offer customers who make bids an 
opportunity to revise their prices as quoted 
in order to meet the lowest bid offered 
you? 

. Do you keep any record of actual differ- 
ences in costs caused by the practice of 
reciprocity ? If so, to what depart- 
ment or account are such differences 
charged? (please check) 

(a) Sales department? 

(&) Advertising expense ? —— 
(c) Good-will? 

(d) Directly as a material cost? 
(e) Other means? 

. How long have you used reciprocity? 

. Do you feel that reciprocity is a sound 
business policy? An expedient one? 


Summary of Replies 


It was found on examination of the 
replies that thirty-five concerns practiced 
reciprocity to some extent, while ten 
did not practice reciprocity to any 
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degree. The following table gives the 
number of firms in each industry which 
practiced reciprocity : 


Conveying Power Transmission Ma- 


SN nein dibneigs cbstenenbene 4 
Hoisting Machinery ................ 3 
Foundry Equipment ................ 3 
fe rere 3 
Metal Working Machinery .......... 3 
General Machinery .:............... 3 
SE RE Wh a Wicace ev cebiiicues nais's 3 
Mining Equipment ................- 2 
_ errs 2 
Electrical Equipment ............... 2 
PUMRONES OUND occ cikbas cccecccedven I 
DOE 5. aie os ineaehoveaewanbes I 
Paper and Fiber Products............ I 
ROE DUR Me bin dah dees ahsccenis I 
Glass and Optical Products .......... 1 
Brass and Wire Goods .............. I 
MEL. ss ia iotid is din Sen 4 Be hid 4 ike a I 


The firms replying in the negative to 
any practice are listed below: 


Metal Working Machinery .......... 2 
go, Ore res 2 
Mining Equipment ................. I 
Accounting, Office Machinery ........ I 
BEGG TAME soccvcccecstsvetas I 
DEEN. asadbotacss ¢vee ckubaeeebeuad I 
Foundry Equipment .............+.. I 


Thirty-five firms representing sixteen 
industries stated that they practiced rec- 
iprocity to some extent. It is to be 
noted that the answers are from con- 
cerns which manufacture producers’ 
goods ; that is, goods used by other firms 
in their processes of production. Ques- 
tionnaires were largely restricted to this 
class of manufacturers, for it was felt 
that firms producing consumers’ goods 
would have little opportunity to buy 
from those to whom they sold. 

Of the forty-five concerns which an- 
swered question 1, thirty-five did and ten 
did not practice reciprocity in any de- 
gree; twenty-eight practiced it only 
when price, quality, and service were 
the same; two when price was slightly 
higher; three overlooked a considerable 
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price differential; one gave the answer 
“as opportune’; and another “indef. 
nite.” 

Twenty-three concerns answered 
question 2. Thirteen stated that no 
differential was overlooked in practicing 
reciprocity; four answered, “some”: 
two, “fairly large”; three, “small”; and 
one, “as may be opportune.” 

In reply to question 3, ten stated that 
other firms knew of the practice; five, 
that some knew of it; two, that most 
did; six, that they did not know of it; 
and two answered, unknown. 

Eighteen out of twenty-four replies 
to question 4 maintained that it did not 
increase the difficulty of securing bids; 
three said it did make it more difficult 
to secure bids; one said “sometimes”; 
one, ‘‘somewhat’’; and another doubted 
such an effect. 

In answer to question 5, twenty-one 
firms said that they decided each case 
of reciprocity separately; four used gen- 
eral rules; and one said that there were 
few exceptions to the general rule. 

The answers to question 6 showed 
that in nine companies the question was 
decided by the purchasing agent; in five, 
by the president; in two, by the general 
manager; in three, by a conference of 
the president, purchasing agent, and 
sales manager; in two, by the president 
and vice-president; in one, by the presi- 
dent and general manager; in another, 
by the president, treasurer, and purchas- 
ing agent; and in one, by all officers. 
The question is evidently considered by 
most firms as one of important general 
policy, affecting all departments. 

The replies to question 7 indicate 
that seven keep no record of their rec- 
iprocal purchases; six state that they 
amount to a very small percentage; 
three, small; one, very large; one, 4090 
to 60%; two, 50%; three, 10%; and 
one, 5%. 
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In answer to question 8, thirteen re- 
plied that they did not give their cus- 
tomers a chance to revise their bids; 
eight allowed it occasionally; two, rare- 
ly; and three always allowed their cus- 
tomers this privilege. 

In no case was any special account- 
ing method used to handle the addi- 
tional cost caused by reciprocity. 

In answer to question 10, all but two 
firms indicated its use over a long pe- 
riod of time, eight replying ‘‘always.”’ 

In answer to question 11—whether 
they considered the policy sound or ex- 
pedient—seventeen of those who prac- 
ticed it said sound; nine, expedient; one, 
both; and one, neither. Some of the 
comments are worth noting. The fol- 
lowing quotation from one of the re- 
plies probably represents the attitude of 
those who consider it a sound policy: 


We feel that reciprocity is a sound business 
policy, and an expedient one, although it prob- 
ably could be overworked to the extent 
that if a company were well known to be 
wedded to the plan, it might have difficulty 
in securing quotations from those outside its 
scope. A reasonable amount of reciprocity 
tends to put business concerns on a comfort- 
able, friendly basis, and to encourage close 
acquaintance and mutual interest in one an- 
other’s business. It results in your securing 
the services of your business friends who have 
your interests in mind and try to extend your 
sales or help in any other reasonable way. 


Another is similar: 


it is no more than simple courtesy 
and good business, and possibly a moral ob- 
ligation, to give business to them who give 


business to you in preference to others who | 


give you none. You thereby develop your 
customers’ business and in turn your own, in 
the proportion in which your product enters 
into his production or sale. If you starve 
your customer, you in effect cut off both the 
intake and outgo of your own business to that 
extent, 


The following quotation is represen- 
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tative of the attitude of those who con- 
sider it expedient: 

If the entire reciprocal dealing of the 
country could be eliminated it would un- 
doubtedly be to the economical interest of 
the country. However, as long as some prac- 
tice it to the exclusion of others, the only re- 
course of the others is to protect themselves 
as far as possible. That is, if a large buyer 
insists upon a reciprocal exchange whereby 
you must purchase his product in turn, and 
you are faced with either accepting his ulti- 
matum or losing the business to a competitor 
who will accept, you simply weigh the ad- 
vantage of the business against the cost of the 
business you give, or rather the excess cost to 
you in taking his product, and if the balance 
is in your favor, accept. If there is an excess 
cost to you, this is of course an economical 
loss to the country as a whole. 


A firm replying in the negative made 
the following statement: 

The company I represent is unalterably op- 
posed to reciprocity in business, believing that 
this is naturally the wrong principle on which 
buying and selling should be based. 


Another firm uses stronger language 
in its condemnation of reciprocity. It 
says: 

The practice to which you refer is wrongly 
named when you call it “reciprocity,” as it 


should more properly be called “business 
blackmail.” 


It is evident that the answers show 
considerable variation. An attempt 
was made to see if the position of the 
officer answering the questionnaire with- 
in the company organization tended to 
determine his answer, but there was no 
apparent influence. It was also found 
impossible to make any distinctions be- 
tween firms on the basis of amount of 
their purchases affected by reciprocity. 

It should be emphasized that of the 
forty-five firms replying to the question- 
naire, only ten overlooked a price differ- 
ential in favor of their own customers. 
The majority of the replies were in 
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favor of the present practice of the 
Aimesbury Company of giving the 
order to customers only when price, 
quality, and service were equal. 


The Problem of the Aimesbury 
Company 


The executives of the Aimesbury 
Company considered this problem be- 
cause of a disagreement between the 
sales and purchasing departments in re- 
gard to the policy to be followed. The 
question involved directly the existence 
of an actual price differential, rather 
than a situation of equality in price, 
quality, and service. If such a policy 
of reciprocity were adopted, the pur- 
chasing department would continue to 
object, especially against the very prob- 
able attempts of the sales department 
to extend the policy more and more. 
There is an inevitable conflict with the 
principles of good internal control, if 
the purchasing agent is unable to con- 
duct his department on the basis that is 
absolutely, not relatively, best for de- 
partmental results. The morale of the 
purchasing agent and his assistants will 
consequently suffer. 

From the point of view of the gen- 
eral control of the company, the use of 
reciprocity would make difficult ade- 
quate control of the activities of the 
purchasing department. Even though 
actual prices were maintained at an 
equal level in the use of the policy, 
it would be far more difficult to check 
variations in quality and service on de- 
livery where the good-will of customers 
was involved. The purchasing agent, 
if he conformed to the theory of reci- 
procity in his own attitude, would tend 
to excuse such small variations. Again, 
he would be provided with a ready ex- 
cuse in case of dissatisfaction on the 
part of the manufacturing departments. 





There would also be the necessity of 
devoting the time of executives to the 
deciding of cases separately as they 
arose, for this policy is one in which 
new situations are constantly arising. It 
is obvious that the use of a general rule, 
whereby the practice is allowed only 
under rigidly equal conditions, is always 
the best procedure. But inevitably some 
new case will arise, where it seems ex- 
pedient to make a concession to hold a 
customer, at the urging of the sales de- 
partment. Especially will this be true 
in case an entering wedge is given to 
the idea of using reciprocity where there 
is a price differential, and overlooking 
that real differential in making the de- 
cision. The size of the differential and 
the expediency of each case will then 
become the subjects of constant argu- 
ment and friction and will absorb the 
time of executives during the succeeding 
years. 

Ordinary bidders, if they discover 
that reciprocity is being regularly used 
when a price differential exists, may re- 
fuse to submit bids, and the company 
thus will be failing to secure the ad- 
vantages of wide competition. This 
objection to the policy is seemingly 
controverted, however, by the tendency 
of the answers to the questionnaire. Of 
the ten firms which practiced reciprocity 
to the extent of overlooking price dif- 
ferentials, eight replied that it was no 
more difficult to secure bids and one 
said that it was only occasionally so. 
However, the existence of such a policy 
was unknown to the customers of three 
of these firms. It would probably be 
difficult, however, to conceal a continued 
use of reciprocity. In any case, the 
company which awards bids on such a 
basis of favoritism, when it has asked 
for bids in the understanding that price, 
quality, and service are to be controlling 
factors, is violating nearly every prac- 
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tical or absolute ethical standard of 
business. The effect on the reputation 
of the company must in any case be 
damaging. 

The proponents of reciprocity con- 
tinually argue that it increases sales. 
Any analysis will tend to show that this 
presumption is false. Most firms sell 
to a considerably greater number of 
firms than the number from which they 
buy. The limits of reciprocity sales to 
firms from which purchases are made is 
soon reached. An efficient sales force 
should be able to sell the goods of the 
company without forcing the firm to buy 
from its own customers. It is doubtful 
that many firms would refuse to 
purchase this company’s products were 
they superior to others, even though the 
Aimesbury Company did not accept 
their bids. Since reciprocity does not 
reduce other costs, competition should 
force all firms to accept the lowest bid. 
Reciprocity cannot take the place of 
price, quality, and service in making 
sales. These three factors must be as- 
sured if sales are to be greatly increased, 
since the firms from which purchases 
are made are fewer than those to which 
the company sells its product. 

None of the firms that replied to the 
questionnaire kept any record of the in- 
creased cost of orders resulting from 
the practice of reciprocity. The correct 
procedure would be to charge the extra 
cost to the sales department as selling 
expense. If the practice of reciprocity 
does not make it difficult to secure bids, 
this method will place the charge where 
it belongs rather than upon the purchas- 
ing department. This charge also has 
the advantage of placing a check on the 
sales department’s continual urging of 
reciprocity, since differentials in cost re- 
flect on the showing of that department. 
If price differentials are not charged to 
sales expense and merely are added to 
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purchase cost, inventory valuations will 
tend to rise above the true market price. 
A loss also would result if the practice 
made it harder to secure bids, since the 
lowest bid received would not represent 
the lowest market price. 

It does not seem likely that the adop- 
tion of this policy would save any sales 
expense. As many salesmen and as 
much office space will be required as 
without the policy. It will raise the pur- 
chase price and whether the differential 
is charged to sales or kept in purchases, 
it will increase the final cost of the com- 
pany’s product. A further increase in 
cost would result from the attention that 
would be required from the higher of- 
ficials. This higher cost must be ab- 
sorbed either by higher selling prices 
or by decreased profits. It is an expense 
which is not greatly different from other 
selling expenses, such as advertising. 
It seems reasonable, therefore, that the 
sales department in all companies using 
reciprocity should take any such extra 
charge on purchases. The sales man- 
ager would hesitate to urge or accept 
many such charges if they were a direct 
check upon the performance of his de- 
partment. 


An Alternative Method of Reciprocity 


One letter said: “More frequently, 
I think, when reciprocity is practiced, 
the buyer gives the seller information 
which is unfair to other sellers of the 
same commodity. He gives prices 
quoted by other sellers, so that the seller 
from whom he is buying will meet the 
market.” This practice is reciprocity 
practiced with a minimum of expense. 





2In certain instances it might enable the com- 
pany to lower all of its production costs by increas- 
ing its volume to the point where it is most 
economical to produce. This should not occur, 
however, if the sales force has been operating 
efficiently. 
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It is more to be condemned, and is more 
dangerous than the policy of overlook- 
ing higher prices and yet accepting the 
bids of customers as first made. Here 
good-will is supposedly maintained with 
the customer, and yet the company re- 
ceives the benefit of the lowest market 
price in obtaining its materials. It is 
a dangerous policy, because ordinary 
bidders will more quickly withdraw if 
they discover the practice. Again, a 
favored firm will tend to submit higher 
and higher bids, knowing that it will 
be allowed later to meet the lower prices 
of possible competing bidders. Several 
answers strongly condemning this prac- 
tice (in connection with the eighth ques- 
tion on the questionnaire) were re- 
ceived. 


The Company’s Decision 


The company decided to accept the 


bid submitted by Storyton Brothers, in. 
stead of following its present policy of 
giving customers preference only when 
all factors in the bids were equal. The 
latter policy is clearly justifiable and is 
supported by the practice of a majority 
of the forty-five firms which replied to 
questions on the subject. It can be re- 
solved into a general rule and aids di- 
rectly in building up closer contacts be- 
tween firms; it also minimizes the diffi- 
culties encountered in the application of 
any other form of reciprocity. But it 
was decidedly a wrong step to accept 
such a bid as that of Storyton Brothers. 
There might be some justification on the 
grounds of expediency for not discon- 
tinuing such a policy, but to begin it and 
establish a precedent is clearly not justi- 
fiable. Immediate and ultimate disad- 
vantages would very heavily outweigh 
the possible benefits. 


CANCELATIONS' 


THE AMERICAN SUGAR REFINING COMPANY: 
ENFORCEMENT OF CUSTOMERS’ CONTRACTS 


Ts American Sugar Refining Com- 
pany refines about one-quarter of 
the sugar consumed in the United 
States. In May, June, and July, 1920, 
contracts were made with its customers 
on a basis of 22% cents per pound for 
granulated sugar to be delivered in dif- 
ferent months between July and the end 
of the year. After the sudden decline 
in raw and refined sugar prices, during 
the latter part of the summer of 1920, 
attempts were made by its customers to 
cancel or repudiate their contracts. The 
American Sugar Refining Company had 
previously purchased a supply of raw 
sugar to fulfil the contracts entered into 
with its customers. Confronted with a 





1 This is the last of a series of three articles 
dealing with the subject of cancelations. 


tremendous loss that might prove dis- 
astrous if customers did not meet their 
obligations, the management adopted a 
policy of strict enforcement of all con- 
tracts, by recourse to the courts if neces- 
sary. 

Under normal conditions, it was not 
the policy of The American Sugar Re- 
fining Company to sell for more than 
30 days’ deferred delivery. The pri- 
mary reason for departure from this 
policy in May, June, and July, 1920, 
was the insistent demand from the trade 
for definite assurance of a supply of 
sugar for the remainder of the year. 
An abnormal demand was stimulated 
by the shortages of the previous three 
years, uncertainty of the continuance of 
governmental control of the industry, 
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export requirements, a flood of statis- 
ical reports, legislation, prophecies, 
and strikes. The public demanded 
sugar in any form, at any price, in any 
quantity, and for any delivery. House- 
holders, retail and wholesale merchants, 
manufacturers, and speculators joined 
in an attempt to secure sugar. The news 
of a partial crop failure in Cuba intensi- 
fied the buying. Crop estimates were 
reduced repeatedly, and in May the 
diflerence between the highest original 
estimate and the lowest revised esti- 
mate represented a loss of about 
1,000,000 tons. With a world shortage 
and large sales to Europe from Cuba, 
the partial crop failure in Cuba created 
an unfavorable outlook for the sugar 
supply in the United States. In April 
the demand, regardless of price, was 
beyond any apparent possibility of 
supply from the usual refining sources. 

As one of the largest merchandising 
units in the refining industry, The 
American Sugar Refining Company rec- 
ognized its obligation to furnish its cus- 
tomers with a supply of sugar adequate 
for their needs, as determined by former 
purchases. Accordingly, it bought raw 
sugar from unusual sources, principally 
from Java and the Far East. The 
prices, which averaged approximately 
19 cents per pound, were substantially 
lower than prevailing Cuban prices and 
from 5 to 10 cents below the subsequent 
asking price of the Cuban planters’ pool. 
Beginning May 24, 1920, refined sugars 
based on these purchases were offered 
to customers at a uniform basis price 
of 22% cents per pound, less 2% cash 
discount, for delivery in the month in 
which the sugar was expected to arrive. 
This price was from 1% cents to 3% 
cents per pound lower than the com- 
petitive prices of refined sugar for 
prompt and future deliveries which pre- 
vailed at that time. After deducting 





the loss in refining, the 2214-cent price 
left the company a margin of about 1% 
cents per pound for operating expenses 
and a small profit. The public and 
manufacturers were thus assured of a 
supply at prices below the prevailing 
market. Customers quickly took the 
sugar offered to them, and in most in- 
stances it was necessary to accept orders 
for less sugar than the quantity desired. 

Ordinarily, purchases in the trade 
were made only from the refiners. That 
year, under the stimulus of unprece- 
dented demand and probable shortage, 
this policy was abandoned by the manu- 
facturers and grocers; purchases in ex- 
cess of the needs of the country were 
made directly from foreign producers 
in South America, Europe, the West 
Indies, and the Far East to arrive dur- 
ing the last six months of the year. 
Sugar which had not been included in 
the statistics of the world’s supply and 
supposedly had been consumed was 
later to be found in the warehouses of 
manufacturers and wholesale grocers. 
It had been secured from points as re- 
mote as the interior of China. Sugar 
came to the United States from nearly 
50 countries. When the figures for im- 
ports of both raw and refined sugar for 
1920 were available, it showed the un- 
precedented total of 4,460,166 tons, as 
compared with 3,976,331 tons in 1919, 
and 3,115,143 tons in 1918. 

In 1920, 14.24% of the sugar con- 
sumed in the United States was secured 
from sources not included in figures of 
imports from countries which regularly 
furnished the supply of raw sugar, as 
compared with .83% in 1921, and 
.87% in 1922. Much of this sugar 
from abroad was unfit for household or 
canning use. Part of it was dark and 
required additional refining. The vast 
and numerous commitments by the 
trade, aside from the commitments 
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placed with the refiners, could not have 
been foreseen. No statistical means for 
recording them were available. In 
many instances they were concealed. 

Most of these purchases by the trade 
were under confirmed letters of credit. 
Payment became difficult, and the re- 
sales which were attempted hastened the 
collapse of prices. Under the pressure 
of these sales, the market weakened and 
broke in August; the most violent price 
decline ever recorded in sugar followed. 
Customers were as anxious to cancel or 
repudiate contracts as they had been 
to secure them. On August 24, The 
American Sugar Refining Company 
withdrew from the market and em- 
ployed its facilities in the completion of 
the contracts already made. 

The company honored all its con- 
tracts for the purchase of raw sugar 
which were the basis of its commit- 
ments to its customers and therefore 
was justified, the management believed, 
in requiring its customers to fulfil their 
contracts. It shaped its policy in ac- 
cordance with this opinion. It required 
that its customers recognize the validit: 
of their contracts; in cases where this 
was refused, it entered suit in the courts. 
The company felt, however, that it 
should not force immediate payment 
upon its customers if they were in a 
difficult financial condition. Therefore, 
a plan for the extension of the terms 
of payment was presented to customers 
in a circular letter of October, 1920. 
This letter explained the situation con- 
fronting the company and showed its 
position in offering a plan of deferred 
payment under the contracts already 
made. 

The plan was essentially that the 
customers should pay in cash the re- 
finery price in force on the day of ship- 
ment, the balance of the invoice to be 
covered by trade acceptances or promis- 
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sory notes coming due in four jnstal. 
ments at the end of each quarter of the 
following year, with interest at 6% per 
annum. If this offer of further credit 
was accepted, the customer was expected 
to complete one-half of his withdrawals 
upon contracts outstanding at that time 
before January 1, 1921, and the balance 
before April 1, 1921. The customers 
were notified that this offer was subject 
to withdrawal and that if they did not 
accept the offer, their contracts would 
be enforced to the full extent. Two 
months later, a second letter was sent 
out, reminding the customers of the 
first letter and enclosing a copy. This 
letter provided for withdrawing this 
offer of the extension of credit on Janv- 
ary I, 1921. Two months after this, a 
third letter was sent out by the com- 
pany, again explaining its position in 
the matter of the contracts made during 
the shortage and justifying its position 
in this regard. 

The total amount of contract sales 
repudiated involved over $30,000,000, 
which was only 15% of the total con- 
tracts outstanding. In erder to enforce 
all disputed contracts, about 750 suits 
were instituted. A large number of 
these cases were settled out of court 
after suit was brought. Contracts with 
the larger customers were prosecuted 
first in order to set an example for the 
smaller contracts. Damages recovered 
in one case were approximately $300,- 
ooo. No exceptions were allowed and 
suit was brought against all customers 
who persisted in their repudiation of 
contracts. 


The Legal Basis for Action 


It would seem that The American 
Sugar Refining Company was legally 
justified in its position, In general a 
party to a contract has no right with- 
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out the consent of the other party to 
put an end to an agreement. That is to 
say, a contract of sale, once consum- 
mated, is not subject to cancelation.? 


(a) The contract must be clearly distinguished 
from an order under circumstances which 
make of the order a mere offer. Thus a 
countermand of an order of goods received 
before their shipment is effective, under con- 
ditions where no contract is made until 
after the offer of purchase is accepted, by 
shipment. (35 Cyc. page 55, citing Main 
v. Tracey, 86 Ark. 27, 109 S. W. rors.) 
Even where a contract exists there may be 
a stipulation to the effect that by a particular 
type of notice or under a special set of con- 
ditions the buyer (or the seller) may with- 
draw from the agreement. The question 
whether any contract at all exists under 
such conditions has been raised because of 
the apparent absence of mutuality. It is, 
however, a question of fact whether there 
is a contract in substance subject to condi- 
tion or the mere form of a contract without 
any obligation whatever on one side. (Cf. 
Williston on Contracts, Sec. 140.) 

The provisions as to a power of rescission 
may be annexed by usage or custom. This 
is true, for example, in England with refer- 
ence to contracts of employment. (Cf. Wil- 
liston on Contracts, Sec. 653, citing Parker 
v. lbbetson, 4 C. B. (N. S.) 346; also George 
v. Davies (1911), 2 K. B. 445; Arkadelphia 
Lumber Co. vy. Asman, 85 Ark. 568, 107 
S. W. 1171; De Carlton v. Glaser, 172 N. 
Y. App. 132, 158 N. Y. S. 271. Cf. Bowen 
v. Chensa-Hignite Coal Co., 168 Ky. 588, 
182 S. W. 635.) 


b 


(c 


In the case of The American Sugar Re- 


fining Company contracts with its cus- . 


tomers, the exceptions suggested in the 
note do not apply. Both parties to the 
contracts had acted in good faith when 
the orders were placed. The company 
possessed an order blank for each sale 
signed by the buyer or his agent, which 
specified the quantity, the price of the 
sugar, and the other terms of the con- 
tract. In each case also a confirmation 
of the order had been sent. Further- 
more, there was no stipulation in the 


pt so rather apparent exceptions to this gen- 
a rule must, however, be borne in mind. 
See below, in the comparison with the Harrison 
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contract that even by a particular type 
of notice either party could withdraw. 
Finally, there was no custom in the 
trade on which the assumed right of 
cancelation could be based.* Thus, it is 
obvious that the contracts held by The 
American Sugar Refining Company 
were legally binding. 

It must further be remembered that 
even if there is no right to cancel, an 
attempt at cancelation cannot in every 
case be ignored. Ordinarily duty exists, 
in case of such an anticipatory breach, 
to mitigate the damages so far as pos- 
sible, but this does not require the seller 
to resell the goods immediately. To 
do so would force the seller to speculate 
on the market price of the goods at the 
time and place of delivery, which is the 
date fixed in the Sales Act for measur- 
ing the seller’s damages.* The company 
had done all it could to fulfil its part of 
the contracts and was further doing its 
utmost to mitigate damages by dispos- 
ing of the high-priced sugar as quickly 
as possible, and at as good prices as 
obtainable. 

The damages legally available to the 
company did not fully compensate it 
for the loss actually sustained. Under 
the Uniform Sales Act the measure of 
damages is the difference between the 
contract price and the market price at 
the time and place of delivery. Due to 
the fact that there was an oversupply 
of refined sugar on the market during 
the fall months of 1920, the company 
could not dispose of the sugar which 
had been refused at the time of delivery 
named in the contract, and it was sev- 
eral months before the market was in a 
position to absorb this additional sugar, 
during which period the price continued 





Steel Company. 
4 (See Second National Bank v. Columbia Trust 


Co., 288 Fed. 17, 27.) 
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to decline. Thus, the actual damages 
sustained by the company were the dif- 
ference between the contract price of 
the sugar and the market price at the 
time the company was able to dispose 
of it. This left the company with a 
loss substantially greater than the mea- 
sure of damages afforded it under the 
recognized principles of law as an- 
nounced in the Uniform Sales Act. 













Significance of Strict Enforcement 






A strict enforcement policy, adopted 
by one of the leading companies in the 
sugar industry, emphasized the inviola- 
bility of contracts and aided in the 
stabilization of conditions in other in- 
dustries as well. But in adopting this 
policy the company had to consider 
some real disadvantages which it would 
encounter. Moreover, it was not known 
at the time of the decision how great 
a percentage of the contracts would be 
repudiated. The good-will of cus- 
tomers who were not allowed to repu- 
diate their contracts might be lost. 
Furthermore, many customers were in 
an extremely weak financial position 
and might be forced into bankruptcy 
if a claim were pressed against them. 
If bankruptcy occurred, the company 
would lose a large part of the damages 
legally recoverable as well as its chances 
for future business. To meet this dan- 
ger, the company had attempted to as- 
sist such financially weak customers by 
working out the foregoing plan for the 
extension of deliveries and credit. 
Finally, there was no certainty that 
other companies in the trade would 
adopt a similar policy or undertake joint 
legal action; such lack of support would 
increase the loss of good-will. 

Had the market for sugar moved 
upward still farther, the customers 
would have insisted that the company 
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deliver the sugar at the contract Price. 
In preparing to meet such certain de. 
mands, the company had purchased 
actual sugar in quantities to meet al] 
its obligations. It did not accept ex. 
port or so-called “toll” business, when 
it was offered in the early spring 
of 1920, because it desired to refine a 
sufficient quantity of sugar for its own 
domestic customers. Previously, the 
company had not sold sugar on such 
long-term contracts; deviation from this 
rule had been the result of the persistent 
pressure of the trade for assurances of 
delivery. Thus, the company was 
merely carrying through the spirit of 
the transactions when it enforced the 
contracts that had been made with a 
similar knowledge of conditions by both 
parties, with similar heavy commitments 
made on both sides—which both must 
meet. Finally, any other policy would 
have been an injustice to the great ma- 
jority of the company’s customers, who 
recognized their obligations as binding 
after the decline of the market as well 
as before. 

To allow the cancelations in this case 
would have been to create a trouble- 
some custom in the trade, and customers 
would be likely in the future to cancel 
their future contracts on even less provo- 
cation. Cancelations came in 1920 in 
all trades, as a result of the sharp break 
in commodity prices. Many purchasers 
felt at that time that a part of the 
responsibility for their overbuying and 
the consequent necessity for cancela- 
tions had rested upon salesmen of man- 
ufacturers and distributers, in that they 
had made no determined effort to check 
the volume of orders. On the other 
hand, the manufacturer or distributer 
desires to make commitments or build 
up production programs on the basis o! 
firm and certain orders; the prevalence 
of the practice of cancelation introduces 
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an element of uncertainty and under- 
mines confidence along the whole line 
of production and distribution. In the 
particular case of this company, the 
dificulty arose almost entirely from mis- 
taken judgment on the part of its cus- 
tomers in the trade and a consequent 
unreasonable demand for sugar. Sugar 
is a necessity, and public opinion was 
aroused and hysterical at the prospect 
of a shortage. Should an established 
precedent and custom have been set up 
in the trade in support of these can- 
celations, not only would elements of 
uncertainty and speculation have been 
introduced as permanent factors, but 
there would have been an absolute 
economic waste that would have neces- 
sarily been cared for in higher ultimate 
costs to the consumer. The extent and 
intensity of the swings of the business 
cycle are increased by such a condition. 
Thus, it seems that The American Sugar 
Refining Company was justified in en- 
forcing its contracts, from the legal 
standpoint, for the interest of the com- 
pany, and upon the basis of economic 
conditions. 


Comparison with the Harrison Steel 
Company *® and the Randolph Shoe 
and Leather Company * 


These three articles on cancelations 
have been so arranged as to give a defi- 
nite progression from a case where the 
company allowed the cancelations (Har- 
rison Steel Company) through a case 
where the company enforced some con- 
tracts but canceled others (Randolph 
Shoe and Leather Company) to the 
case where all contracts were enforced 
(The American Sugar Refining Com- 
pany). 

In each case, the acute situation 





° See Harvard Business Review; Vol. Il, No. 2. 
6 Ibid., No. 3. 





where cancelations were asked occurred 
in the year 1920, but the basic circum- 
stances were different. In the case of 
the Harrison Steel Company, the can- 
celation was requested before the cus- 
tomer had given the specifications for 
his order of steel. Thus, the company 
had not started to manufacture the 
order, and at that time it had not gone 
to any particular expense on the basis 
of the “tonnage” contract. Further- 
more, it was quite customary in the 
steel trade to accept cancelations of 
orders if they were asked before the 
specifications were given; the argument 
for allowing the cancelation was fairly 
strong. 

Some of the cancelations requested 
from the Randolph Shoe and Leather 
Company were similar to those of the 
Harrison Steel Company in that the 
cancelation was requested before the 
actual manufacture was begun. But 
there was no custom in the shoe trade 
similar to the ‘“‘tonnage” contract in 
steel, and many of the cancelations re- 
quested in this case were of orders for 
shoes which had already been completed 
and shipped to the customers. To have 
allowed such cancelations would have 
been to create a custom among the 
dealers whereby they felt they could 
even return their stock in times of 
stress. This was obviously dangerous. 
Moreover, the Randolph Shoe and 
Leather Company had warned its cus- 
tomers of the danger of too much stock 
and had attempted to reduce orders. 
There was a further sharp difference in 
that situation; the sales had been in 
small amounts to retailers, rather than 
to wholesalers or manufacturers, as in 
the other cases. This fact meant that 
separate suits would involve greater 
legal costs than the amount of damages 
that could be recovered. The policy of 
prosecuting some cases was therefore 
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wise in showing the attitude of the com- 
pany, preventing the establishment of 
a strong precedent for cancelation, and 
in not involving the company in unnec- 


essary expenditure. 


The contracts of The American 
Sugar Refining Company were legally 
enforceable, and the company had un- 
dertaken great expense and risk in order 
to fulfil its part of the contracts. It 
had undertaken this additional expense 
at the insistence of the trade, and it 
had made the extra long-term contracts 
because of the demands of its customers 
for assurance that sugar would be avail- 
able for their use. At that time, there- 
fore, the company was subject to large 
inventory losses if the cancelations were 
allowed. The raw-material cost in this 
case was a much greater proportion of 


the total cost than in the other cases, 


and this cost was undertaken in order 


to insure delivery of the sugar in accord- 
ance with the contracts. Thus, The 


= Childers Shoe Company distrib- 
uted its output of men’s, women’s, 
and children’s shoes directly to retailers 
throughout the United States. Several 
years ago the company, together with 
many other shoe manufacturers, had 
made the change from distribution 
through wholesalers to direct retail sale 
in order to secure a more satisfactory 
margin of profit. During the war, Gov- 
ernment orders had caused a large ex- 
pansion of facilities so that an increased 
number of outlets was desired. More- 
over, it was found that many retailers 
in the West and Southwest were not 
desirable distributers for the company’s 
products. During 1917 and 1918, 
therefore, the company foresaw dif_- 
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American Sugar Refining Company was 
justified in enforcing recognition of the 
contracts upon its customers, and at the 
same time following the necessary policy 
of offering an extension of credit terms 
to customers who might be in a serious 
financial situation. 

All of these cases have dealt with the 
effects of cancelations as they occurred 
in 1920, rather than with measures 
adopted to prevent future cancelations. 
Another upswing of the business cycle 
will bring back the same difficulties, for 
which the only real remedy will be care- 
ful policies aimed at preventing the 
causes of cancelation. This thought of 
the future prompted in some measure 
the courses adopted by the Randolph 
Shoe & Leather Company and The 
American Sugar Refining Company. 
But without constant vigilance the les- 
sons learned in the past, and the realiza- 
tion that prevention is the real cure for 
the evil, wili be neglected. 
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culty in securing future marketing of its 
product adequate to justify its national 
advertising and utilize the capacity of 
its factory. 

To remedy this difficulty it was de- 
cided to open retail stores under the 
name of the Alben Shoe Company. By 
1919, there were 35 stores with average 
yearly sales of $55,000 per store—total- 
ing 20% of the company’s output. The 
depression of 1921, however, seriously 
affected sales, many of the stores showed 
severe losses, and seven were closed en- 
tirely. During the next year, sharp 
competition was felt from the chains of 
shoe stores which had adopted a one- 
price policy on all grades and styles of 
shoes. One prominent chain sold all 
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shoes at $6, of which 40% cost $3.50, 
40% cost $4.20, and 20% cost $4.75. 
Gross profit on the first group was thus 
41%, on the second 30%, and the third 
21%. On sales of 100 pairs of shoes 
in the 40-40-20 proportion, 32.8% gross 
profit was realized. No mark-downs or 
special sales were used, hence this mar- 
gin remained steady at all times. 

The manager of the Alben Shoe Com- 
pany proposed, in 1922, that all the 
stores in the company’s chain be placed 
on this same basis, selling shoes at $6. 
He contended that the central office 
could rigidly enforce the 40-40-20 ratio 
in sales, since sales promotion and con- 
trol had been highly developed under 
the old system of selling. Special com- 
missions to salespeople and a close 
supervision of local managers would be 
possible. The fact that only one sell- 
ing price would be used would make rec- 
ords less complicated. Moreover, the 
goods were nationally advertised, and 
could be redistributed among the 28 
stores in order to increase the rate of 
stock-turn. These stores were estab- 
lished only in localities where the com- 
pany had no other retail representatives, 
so that the one-price policy would not 
affect directly the sales of other retailers. 

The management of the company in- 
stituted the one-price plan and obtained 
increased sales and satisfactory net prof- 
its from the chain of stores. Within 
a short time, however, the retailers who 
handled the company’s product pro- 
tested at the sale of some shoes in com- 
pany stores at lower prices than would 
allow them a satisfactory margin of 
profit. But since the total sales did not 
decline, the company decided to use the 
present price policy in its chain of stores. 


Analysis 


During the first few years of the 
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operation of the one-price policy in the 
company’s stores, the great bulk of the 
retailers selling the company’s shoes 
would be but remotely affected by the 
action. The company was justified in 
taking some step in order to keep its out- 
put at a profitable volume, and to gain 
the full advantages of its national ad- 
vertising. 

But by adopting this particular policy 
for its 28 stores, the company is virtually 
entering into competition with the re- 
tailers upon whom it chiefly depends for 
the distribution of its output. The step 
was taken in order to meet competition 
from other chain stores, so that an actual 
operating profit might be shown by the 
company’s stores. In this way the suc- 
cess of the retailing chain is placed above 
the success of the manufacturing busi- 
ness. Even without any direct actual 
loss in sales, the retailers who are repre- 
sentatives of the company, responsible 
for establishing the prestige of the 
brand with consumers, will accept this 
policy as a definite rebuff and as an 
indication of a lack of sympathy and 
cooperation. 

It seems, therefore, that the company 
is pursuing a wrong policy at the pres- 
ent time. To remedy the situation, 
there are three possible future policies: 
(1) The chain may be eliminated, and 
sales made only to retailers; (2) sales 
to retailers may be gradually disconti- 
nued, and the chain of stores built up 
to care for the entire output of the fac- 
tory; (3) both means of distribution 
may be retained, with subordination of 
the chain stores to the interests of the re- 
tailers. 


The First Alternative 





Sales only to retailers had been the 
policy of the company in the years fol- 
lowing the change from distribution 
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through wholesalers. Because other 
manufacturing companies were seeking 
retail outlets which would really support 
and increase brand prestige (though re- 
tailers seldom became actual exclusive 
agencies), the Childers Company had 
experienced difficulty in maintaining the 
thorough distribution that had been pos- 
sible with the help of old established 
wholesalers. Many retailers had 
proved unsatisfactory as distributers. 
To build up a group of customers that 
will be reliable, and yet will provide 
complete national distribution, requires 
salesmen and sales direction of the high- 
est order. In any case, it is a slow 
process, and the company is faced with 
an immediate necessity for supplement- 
ing its distribution. Nor does it desire 
to be entirely dependent upon these re- 
tailers at any time in the future. 


The Second Alternative 


The second alternative is the estab- 
lishment of an enlarged chain of owned 
stores as the exclusive outlet for the 
company’s shoes. This policy would al- 
low the company direct control over its 
sales, and an opportunity to gage pro- 
duction by planned sales. Other econ- 
omies of operation could be brought 
about in the management of a large 
chain of stores. It would be possible to 
build up the number of stores sufficiently 
within a few years, although there would 
be some loss in sales during the period 
of transition. 

Success in this policy would depend 
largely on the initiative and ability of 
the men in the company who would 
control the retail stores. Integration in 
the manufacture and distribution of pro- 
ducers’ goods has been successful in 
many notable cases. On the other hand, 
the separation of the manufacturing 
and distributing functions for such a 








product as shoes has seemed to be more 
economically sound than their combina. 
tion. There are outstanding excep- 
tions, among which Browning, King and 
Company and the Singer Sewing Ma. 
chine Company are conspicuous, 

Aside from the future theoretical ad. 
visability of this policy, there are im- 
mediate difficulties which would make 
the process of change slow and expen. 
sive. A large amount of new capital 
for fixed property would be required; 
this would entail borrowing through 
bankers unless the stockholders were 
willing to supply the entire amount. 
During the first few years, no substan- 
tial profits could be expected to support 
this greatly enlarged investment. The 
expenses of management and the devel- 
opment of adequate personnel—partial- 
ly intangible expenses—in each of the 
stores would be enormous. The com- 
pany would be required to maintain the 
highest standards in each of the stores 
if satisfactory results were to be ex- 
pected. Finally, there would be the 
problem of the distribution of the out- 
put during the period of transition. The 
company now must produce at full ca- 
pacity in order to show profits; a 
diminution over several years, as must 
necessarily occur in making this shift, 
would be a heavy strain financially. 
This policy seems even less possible 
than the first alternative, since it in- 
volves a doubtful general policy as well 
as heavy expense and burden to the com- 


pany. 
The Third Alternative 


The company must find some method 
of achieving the double purpose of ex- 
tending its total distribution and at the 
same time retaining the good-will and 
support of retailers. The use of its 
own stores as a supplementary outlet 
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appears to be satisfactory financially, 
provided the use of these stores can be 
subordinated to the interests of the re- 
tailers. Up to the present time the com- 
pany has thought of competing with 
other outside chains in order to show 
profits in its own stores, regardless of 
the elect upon its other distributers. 
This situation must be eliminated before 
the two methods of distribution can ex- 
ist at the same time. 

The situation has not yet become 
acute, since the company has only 28 
stores, and none of them is located in a 
town where a retailer is selling Childers 
shoes.' In planning any extensions or 
substitutions in its distribution, the com- 
pany should always seek to obtain a re- 
liable independent retailer before it ac- 
quires a new store for its chain. Rela- 
tive territories should be strictly ob- 
served in the control of the stores in 
order to give retailers the full benefit 
of their own territories. 

The one-price policy cannot be con- 
tinued unless all the retailers should 
agree to institute it—-which is extremely 
improbable. The company stores should 
be required to sell upon exactly the same 
price basis that retailers in the vicinity 
areusing. The three grades of shoes now 
sold at one price must be sold at differ- 


1 The following quotation describes the situation 
of a company which established its own stores in 
towns where it already had “agencies,” or retailers 
with exclusive territories. “.... it was discov- 
ered that customers had very often to pay more for 
their shoes at the agencies than at the compaay’s 
stores. There was a very thorough investigation 
of the whole problem and it was found that the 
agencies were getting little or no cooperation. As 
a result the policy of the company was reversed. 
The agencies were, to a certain extent, taken into 
the company. Their own store managers were 
ordered to give the fullest assistance to the local 
agency. The district managers were told to give 
the problems of the agency the same attention they 
would give the problems of the store managers. 
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ent mark-ups to correspond to those of 


other retailers. In this way the com- 
pany’s stores will later be enabled to sell 
more grades of shoes. The primary 
reason for which the company is main- 
taining these stores is to allow a larger 
output; profit in the stores is from any 
point of view a lesser objective, so that 
they could be run at a slight loss at cer- 
tain periods, which would be offset by 
the saving in the company’s factory 
overhead expenses. Furthermore, ac- 
tual operating profit should be subordi- 
nated to the interest of the indepen- 
dent retailers. 

This cooperation can be extended in 
other ways, as was pointed out in the 
footnote. The control of the company’s 
chain can be made to cover some of the 
problems of the company’s independent 
customers—as, for instance, in the 
transshipments of stock between the 
two groups of stores. The benefit of 
improved methods used in the com- 
pany’s stores can be given to the re- 
tailers. Only by extending this attitude 
of sympathy and cooperation through- 
out the whole policy of the company can 
the necessary duality of distribution be 
maintained. In this way it may be 
made a permanently justifiable policy, 
rather than a temporary expedient. 





An attempt was made to make the agencies feel 
that the company was working with them rather 
than in competition with them. The most important 
concession was a leveling of price charges so that 
agencies obtained shoes at exactly the same price 
at which they were delivered to the company’s own 
stores. Furthermore, the company’s stores were 
made warehouses from which agencies could draw 
in emergency for supplies of shoes, thus avoiding 
the necessity of waiting until the company’s nearest 
warehouse could ship the goods, and perhaps sav- 
ing many sales. A policy such as this is bound 
to work out to the benefit of both parties, since it 
is based upon team-work and cooperation rather 
than competition.” (From Hayward and White, 
Chain Stores, Their Management and Operation, 
chap. xxi, p. 324.) 
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Keynes, John Maynard. Monetary Re- 
FORM. New York: Harcourt, Brace & 
a, DOE. - SRI cciscevessand $2.50 


THE treatment throughout this latest 
published volume by Mr. Keynes re- 
sembles that of an argumentative tract. 
He is putting forth a definite thesis— 
that the gold standard should be over- 
thrown in the currency systems of the 
world—and he marshals his supporting 
facts and figures in a logically argumen- 
tative manner, so that his definite pro- 
posals can be made in a short space. 
Those proposals occupy only the last 
30 pages of the book. 

The first chapter deals with the 
effects of changes in the price level upon 
the three principal classes of society: 
investors, business men, and wage 
earners. The treatment is along tradi- 
tional lines. The next chapter takes up 
inflation. The author clearly brings out 
how this is in effect a mode of taxation, 
leading often to general economic de- 
moralization. He estimates that infla- 
tion beyond the rate of 100% each 


three months will practically eliminate 


the use of money, even in retail trans- 
actions. His discussion of the recent 
experience in Germany is most instruc- 
tive, particularly in its analysis of the 
gold value of the outstanding paper- 
mark circulation at various periods in 
the collapse. From this Mr. Keynes 
turns to a comparison of currency de- 
preciation and the capital levy. In cer- 
tain countries, such as France, where 
actual depreciation has been consider- 
able, he shows that one or the other 
must be adopted, since the deflation of 
commodity prices necessary to regain 
the old currency parity would not only 
demoralize business but would also 


make intolerable the payment of jp. 
terest on the internal debt. 

5 The theory of money and exchanges 
is given a more technical treatment; 
it is not so essential to the trend of the 
argument and may be skipped, if the 
reader so desires. In this connection 
the quantity theory of money and the 
purchasing-parity theory of exchange 
are discussed in considerable detail. 
The remaining sections in the chapter 
deal with the seasonal variations and 
the forward buying of exchange, the 
latter having been a particularly im- 
portant factor in all movements of the 
past few years. 

Under the heading “Alternative 
Aims,” Mr. Keynes begins his attack on 
the gold standard. Contrasting defla- 
tion—that is, the increasing of the ex- 
change value of a currency in terms of 
commodities—with devaluation — that 
is, the stabilizing of a currency at a 
point very near its present exchange 
value in commodities, without regard to 
any previous standard—he brings out 
the grave objections and impossibili- 
ties involved in the former course if 
a currency has depreciated over 10%. 
In considering stability of prices versus 
stability of exchange as two other aims, 
he advocates the former at all costs. 
His objection to the pre-war method of 
first securing stability of exchange be- 
tween countries, and stability of prices 
later, by the flow of gold, is that it 
would not operate quickly enough. 
This is in contrast with the “instan- 
taneous effects” of the post-war method, 
whereby no gold flows and commodity 
prices immediately reflect a surplus of 
bills of exchange in one currency as 
against another. The next alternative 
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‘s concerned with the use of gold as a 
“more scientific standard” than any 
other; the author’s principal objection 
to this theory is that there is now a 
concentration of gold in the hands of 
the Federal Reserve Board (a body 
which is also criticized in other parts of 
the book), which means “. . . inevit- 
ably, that we (England) surrender the 
regulation of our price level and the 
handling of the credit cycle to the Fed- 
eral Reserve Board.” 

The last chapter contains the author’s 
scheme for reform. Each week the 
Bank of England would quote a buying 
and selling price for gold—for both 
present and future delivery. This rate 
would be kept as stable as possible and 
changed only to counteract major price 
fluctuation. As for the United States, 
“which, for the past two years, has pre- 
tended to maintain a gold standard,” 
he merely proposes to close the mints 
to gold at a fixed dollar price. The 
other currencies would be based on dol- 
lars or sterling. 

This plan, which assumes a gold 
standard in its most inelastic form, does 
not seem to propose anything that can- 
not be accomplished by means of the 
metallic standard. By removing the 
gold reserve behind the currency it 
makes more tempting the path to in- 
flation. In the third place, the pro- 
posed stable price level would neces- 
sitate an arbitrary adjustment of prices 
of domestic commodities to counter- 
balance fluctuations in goods having 
world markets, not susceptible of price 
regulation by one government. In the 
fourth place, the author, carried away 
by this conception of the gold stock of 
the United States as a world menace, 
neglects the possibility of using this as 
a means of making the gold dollar a 
stable, world-wide medium of exchange. 

While the reader may easily differ 
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from the author’s major proposition, 
he can find in the book much valuable 
analysis and exposition. It is always 
interesting, mainly on account of the 
admirably simple style. Perhaps it is 
the fear of making the book less easy 
to read that has led Mr. Keynes to 
adopt his method of direct argument 
and omit in many cases more substan- 
tiating evidence to support dogmatic 
statements. It should be stimulating, in 
any case, to those of us in the United 
States who have regarded the perma- 
nence of the gold standard as unques- 
tioned. 


Three Recent Books on Industrial 
Management 


Lansburgh, Richard H. INpustrRiAL MAN- 
AGEMENT. New York: John Wiley & 
Sons, Inc., 1923. 4094 pp. $450. 

Dutton, Henry P. Facrory MANAGEMENT. 
New York: The Macmillan Company, 
1924. 340 pp. $2.75. 

Walker, P. F. MANAGEMENT ENGINEER- 
ING. New York: McGraw-Hill Book 
Co., Inc., 1924. 372 pp. $3.50. 


Essentially the same field is covered 
in each of these three books, but the ap- 
proach and treatment is so different that 
the reading of one does not detract 
from the value of reading the other two. 
Each discusses the operation of a manu- 
facturing business. All are written to 
be used as college texts, but are of in- 
terest and value to anyone concerned 
with the fundamentals of management. 
Complete indexing enhances their value 
for reference purposes. Like most 
other text-books, unless the reader is 
particularly interested in the subject, the 
books are apt to prove dull for ordinary 
reading. On the other hand, the field 
covered is so broad that the treatment 
is necessarily elementary. Granting a 
purpose midway between these extremes, 
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the books are all well adapted to such 
a purpose, and form a welcome con- 
tribution to a field but meagerly sup- 
plied. 

Lansburgh’s Industrial Management, 
the most comprehensive of the three, 
places the primary emphasis on organ- 
ization. As the author says in the pref- 
ace, “if a satisfactory structure be devel- 
oped for any enterprise, all other phases 
of management are simplified.” Ac- 
cordingly, after a short group of intro- 
ductory chapters, there follows imme- 
diately a thorough discussion of plant 
organization, considerably detailed, and 
illustrated with organization charts and 
standard instructions of various types. 
The idea of the basic necessity of proper 
organization is carried through the en- 
tire book. 

The next group of chapters cover the 
physical side of the plant, with the usual 
treatment of location and layout, un- 
usual attention to “Industrial Lighting 
and Industrial Air Conditioning,” and 
a really up-to-date treatment of 
“Power.” “Standardization (A Pri- 
mary Management Step)”’ is gone into 
with a thoroughness it so well merits 
but so seldom receives. Standardiza- 
tion of both product and process is de- 
scribed, as well as the maintenance of 
standards by means of inspection and 
by standard nomenclature, including the 
mnemonic system of classification and 
symbolization, 

About a third of the book is devoted 
to relations with the workers. The sub- 
ject is divided into “Job Study,” ‘Wage 
Payment,” and “Personnel Relations.” 
The treatment is as detailed as space 
permits and includes most of the im- 
portant points. 

The controlling operations occupy the 
concluding chapters. The material is 
well presented, but quite elementary, 
covering only briefly the simple and 


well-known devices. For a work of this 
character, such treatment is probably 
sufficient; moreover, there is a fairly 
complete bibliography included. 

As a whole, the book covers the field 
and is so arranged and the emphasis so 
placed that a true picture of the whole 
problem of management is presented. 
Necessarily quite elementary, neverthe- 
less it is the best treatise on this whole 
subject that has recently appeared. 

Dutton’s Factory Management is only 
half the length of Lansburgh’s Indus- 
trial Management, and the emphasis is 
largely on control methods. For one 
who does not wish to devote the time 
and effort necessary for an intelligent 
reading of the longer book, Factory 
Management should prove thoroughly 
worth while. The contents are about 
the same, but briefer and in much less 
detail. The construction also is quite 
different. The author states that from 
his teaching experience he has found 
that probably the best fashion in which 
to present a picture of the factory as a 
working organism is through the study 
of production control. This under- 
lying idea behind the book results in 
an arrangement of material well suited 
for teaching, at the expense of clarity 
and proper emphasis on the subject as 
a whole. There is overemphasis on 
control mechanisms, with corresponding 
slighting of organization, standardiza- 
tion, and personnel relations. This is 
not carried to such an extent as to be 
a serious defect, but particularly in this 
respect does the book compare unfavor- 
ably with Lansburgh’s /ndustrial Man- 
agement. In other ways this book of 


Professor Dutton’s is an excellent short 
treatment of the subject. 

Walker's Management Engineering 
deals with the problems of management 
from a new and unusual view-point. 
The book treats almost entirely of 
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product and equipment, with but brief 
mention of control methods or financial 
and personnel relations. The treatment 
extends far beyond the purely engineer- 
ing fields of the design of mechanical 
products and the physical construction 
of plants; the aim is similar to that of 
the other two books, that is, to present a 
picture of the problems involved in the 
management of an enterprise. Among 
other ways in which this book differs 
radically from others on the subject is 
in the classification of industries into 
four types, depending on the relative ef- 
fect of labor and machines in determin- 
ing type and quality of product, and in 
the use of this classification to a con- 
siderable extent in subsequent discussion. 
Included are discussions of normal cap- 
ital structure and manufacturing proc- 
esses for several important industries. 
The detailed information and unusual 


treatment make the book of real interest 
as a reference book. As a text-book, its 
use would necessarily be limited to tech- 
nical schools. 

These books all attempt to present a 
broad vision of a wide field. They nec- 
essarily devote only single chapters to 
subjects about which volumes have been 
written, and must treat nearly all details 
in a summary fashion. Another con- 
sideration which perhaps is a handicap 
to these as well as to all other books on 
the same subject is that they are in- 
tended as text-books. Lansburgh’s /n- 
dustrial Management, more than the 
others, is useful both as a reference and 
text-book, but even in this case, the text- 
book presentation appears occasionally 
as a disadvantage. In both respects, 
however, these books are an improve- 
ment on what has appeared before in 


this field. 
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Atkins, Paul M. TrExTsook or INDUSTRIAL 
Cost AccouNTING. New York: Mce- 
Graw-Hill Book Company, Inc., 1924. 
396 pp. $4. 


Mr. Atkins has written from the point of 
view that the student of the subject has avail- 
able to him an actual industrial plant in which 
he can study the cost-accounting processes in- 
timately and thoroughly. This method of 
instruction is valuable to the student, provided 
he is able to find a plant in which he can study 
the cost system. Many schools offering 
courses in cost accounting are removed from 
industrial centers and have few plants avail- 
able for investigation such as the author sug- 
gests. The method of having the student con- 
fine his investigations to one plant would tend 
to preclude the acquisition of knowledge of 
cost-accounting principles as they apply to in- 
dustry at large. Mr. Atkins discusses \ the 
usual questions of cost accounting. His 
method of stating the purpose of a chapter 
at the beginning, and having discussion ques- 
tions at the end of each chapter, is advanta- 
geous for instructional purposes. 


Clark, J. Maurice. THE Economics oF 
OvERHEAD Costs. Chicago: The Uni- 
versity of Chicago Press, 1923. 502 pp. 
$4. 


The interpretation of business problems in 
the light of economic theory and the use of 
every-day business situations to form a foun- 
dation upon which to build principles of 
theory have been the desiderata of students 
and business men of the present generation. 
In his Economics of Overhead Costs, Profes- 
sor Clark makes a contribution toward a bet- 
ter understanding between the business man 
and the economist, He examines the relation- 
ship between price and cost of production to 
determine, if possible, the effect of overhead 
costs on price under varying conditions of 
business activity and for different types of 
business combinations and _ organizations. 
This book should prove stimulating to every- 
one interested in the interrelation of economic 
theory, cost accounting, and business manage- 
ment. 


Cobb, Howard P. SHor Factory ACCOUNT- 
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ING AND Cost Kgeptnc. Chicago: Jacob- 
sen Publishing Company, 1924. 392 pp. 
$5. 


This is the publication in book form of a 
series of articles originally published in Hide 
and Leather. A detailed treatment of the ad- 
vantages and purposes of cost keeping is com- 
bined with a full description of the necessary 
books of account, the general and cost ledger 
accounts, and the factory records and forms. 
Considerable space is given to the proper 
treatment of expense items peculiar to the 
shoe industry. A final section is devoted to 
specific directions for devising and installing 
cost systems for all types and sizes of factory. 


Commons, John R. LEGAL FOUNDATIONS 
or CAPITALISM. New York: Macmillan 
Company, 1924. 394 pp. $3. 


“Essentially theoretical” is the character- 
ization given this work by the author; as such, 
it is primarily of interest to the student of 
theoretical economics. In building up a 
theory of value in society which is essentially 
evolutionary, the whole fabric of legal inter- 
pretation upon which our present society rests 
is brought together in perspective. The his- 
torical analysis of this development, which oc- 
cupies the latter half of the book, is especially 
valuable. Another section that is of more 
general interest for reference is the treatment 
of the idea of “going-value” in the present- 


day court decisions. 
. 7 


Couchman, Charles B. THE BALANCE 
SHEET. New York: The Journal of Ac- 
countancy, Inc., 1924. 288 pp. $3. 


The Balance Sheet is primarily an encyclo- 
pedia of balance sheet items. A complete 
definition and explanation of every account 
which may be found on a balance sheet is 
offered. In addition to such a detailed de- 
scription of the balance sheet, chapters are in- 
cluded covering the theory of valuation of as- 
sets, depreciation, preparation of consolidated 
balance sheets, the statement of affairs, and 
the treatment of cash discounts. 


Duncan, Kenneth. EQuipMENT OBLIGA- 
TIONS. New York: D. Appleton and Com- 


pany, 1924. 358 pp. $3.50. 


This is a pioneer contribution to a subject 
in which surprisingly little literature exists. 


The setting for equipment finance in the broad 
field of corporation finance, together with an 
historical résumé of the origin and growth of 
equipment obligations, facilitates the later dis- 
cussion of these securities. An analysis of the 
forms of equipment trusts and obligations, 
with a description of some of the more signifi- 
cant features, is made. Equipment obliga- 
tions are discussed from the point of view of 
the investor, and the usual canons of invest- 
ment analysis are applied. Attention is given 
to peculiar accounting difficulties arising in 
connection with equipment finance, with a de- 
scription and criticism of current practice 
and some suggestions for reform. The extent 
to which the United States Government has 
cooperated in equipment financing during and 
since the war is given special treatment. The 
Appendices furnish a fairly complete collec- 
tion of representative source material on equip- 
ment obligations. 


Hall, S. Roland. THe HANpDBooK or SALES 
MANAGEMENT. New York: McGraw- 
_ Book Company, Inc., 1924. 995 pp. 

5. 


This work is another attempt to make in- 
formation available in condensed form for 
ready use by the business man. The book is 
based primarily upon summaries of the ex- 
periences of a number of sales organizations 
not always carefully selected from current 
periodicals and the business press and supple- 
mented by the author’s experience. The au- 
thor makes no attempt to indicate best 
methods, but leaves it to the business man 
to select the methods most suitable for his in- 
dividual business. Information is given on 
sales organization, sales research, sales meth- 
ods, sales policies, management of the sales 
force and the details connected therewith, 
sales control, and salesmanship. It is to be 
regretted that the author did not see his way 
clear to digest the information more fully, 
for the book contains a number of suggestions 
and ideas which should be of value to the sales 
manager. 


Hall, S. Roland. Retramt ApVERTISING AND 
Settinc. New York: McGraw-Hill 
Book Company, Inc., 1924. 590 pp. $5. 


Mr. ifall’s latest work is not confined to 
any particular kind or field of retail selling. 
The author endeavors to give the “how” of 
retail selling and retail advertising rather than 
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the “why.” He tries to accomplish this pur- 
pose by the use of numerous illustrations, 
without sufficient analysis to give them real 
value. “There is a great deal of material de- 
voted to training of salespeople, compensa- 
tion plans, costs of selling, mark-up, turnover, 
store equipment, layout, window display, 
copy writing, topography, newspaper and di- 
rect advertising, manufacturers’ helps, and 
sales ideas. More than 100 pages of the book 
are given over to a series of talks on retail 
selling, which have been previously published 
by the author in loose-leaf bulletin form. 


Huebner, Solomon S. Lire INSURANCE. 
New York: D. Appleton and Company, 
1923. 496 pp. $2.75. 


Primarily a text-book, this revision and en- 
largement of an earlier work is an excellent 
non-technical explanation of the forms and 
principles of life insurance. The treatment 
is a logical one, proceeding in each case from 
the theory underlying the variations in form. 
The science of insurance from the point of 
view of the insuring company is intelligibly 
explained, without too great use of mathemat- 
ical terms. Some important legal phases, as 
well as those of public control, are also 
brought in. The book is endorsed by the 
education bureau of the National Association 
of Life Underwriters. 


Johnson, David C.; Stone, Caleb; Cross, Mil- 
ton C.; and Kircher, Edward A. Yreps 
oF Bonps ANpD Stocks. New York: 
Prentice-Hall, Inc., 1923. $8. 


These bond tables are arranged to facilitate 
the finding of yields when prices, maturities, 
and coupon rates are given. Older bond 
tables were built up from the belief that the 
user desired the price corresponding to a 
given yield, maturity, and coupon rate. Since 
bonds now usually are quoted at “prices” in- 
stead of yields, this book is an improvement 
for most users of bond tables. Two other 
tables are given: one enables the reader to 
find “current return” or “stock yield,” and 
the other is a table from which the return on 
premium bonds may be obtained, 


Kelley, Truman L. Statistica, METHOop. 
New York: Macmillan Company, 1923. 
385 pp. $4. | 
In writing Statistical Method there were 

kept in mind, the author states, the statistical 





needs of investigators in four fields—biology, 
economics, education, and psychology. Profes- 
sor Kelley’s own long devotion to the latter 
two is often to be detected in his selection 
of illustrative examples. In fact, the busi- 
ness statistician will feel that certain subjects 
of the most immediate interest to himself, 
such as index numbers and the analysis of 
time series, are given somewhat too succinct 
treatment. Among topics discussed in con- 
siderable detail are the various types of aver- 
ages (“The Measurement of Central Ten- 
dencies”) ; measures of dispersion (with at- 
tention to the author’s useful 10-90 percentile 
range); the fitting of curves to frequency 
distribution (with particular emphasis on the 
Pearsonian system) ; and multiple and partial 
correlation. 

Rigorous mathematical demonstrations are 
given when called for by the subject-matter, 
and the treatment throughout is scholarly and 
authoritative. 


Litman, Simon. ESSENTIALS OF INTERNA- 
TIONAL TRADE. New York: John Wiley 
&* Sons, Inc., 1923. 398 pp. $3.50. 


Combining with personal investigations his 
long experience in teaching foreign trade 
courses to university students, Professor Lit- 
man presents a well-balanced account of inter- 
national trade. Lack of space prevents a 
really comprehensive treatment. 

The book is divided into two parts based 
on the public and private aspects of inter- 
national trade. In the first part the author 
reviews briefly economic theories of trade, 
giving without bias arguments on each side. 
A clear discussion is given to the various as- 
pects of foreign trade restrictions, duties, 
tariffs, and commercial treaties, with current 
illustrative examples. This part is completed 
by several chapters on trade promotion work 
of governmental and private organizations. 

Part II is of greater immediate interest to 
the manufacturer or trader, since it covers 
concisely and clearly methods of organizing 
for foreign trade and the functions of various 
agents and intermediaries. Advertising, mar- 
ket analysis, and financing are discussed, and 
one chapter is devoted to importing. Care is 
taken throughout the book to present both 
advantages and disadvantages. 


Luckiesh, M. Licut aNp CotLor IN Ap- 
VERTISING AND MERCHANDISING. New 
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York: D. Van Nostrand Company, 1923. 
268 pp. $3. 


A few elementary instructions in the use 
of a sales tool, which has suffered much 
costly misuse in years past, are set forth here 
in a manner which should prove entirely in- 
telligible. The writer’s approach to the sub- 
ject is suggestive rather than comprehensive: 
he submits many valuable ideas, which could 
be profitably incorporated in advertising and 
store display, and presents some results of 
extensive researches in the field of color, which 
should be the means of protecting the ad- 
vertiser and merchandiser against common 
mistakes of the past. 


Morley, Linda and Kight, Adelaide C., under 
direction of John Cotton Dana. MAILING 
List Directory. New York: McGraw- 
= Book Company, Inc., 1924. 727 pp. 

10. 


A “directory of directories” is a brief de- 
scription of this carefully compiled index of 
various trade directories and lists of firms 
and dealers. It is designed as a time saver 
and a means of economy in the purchase of 
the various directories. It is valuable for 
buyers and sellers and for all persons desir- 
ing comprehensive lists of business firms and 
officers. State bureaus and officials and fra- 
ternal organizations are included in the alpha- 
betical classification. Complete instructions 
for use are included as an introduction to 
the volume. 


Schell, Erwin Haskell. Tue TECHNIQUE 
or Executive Contro,. New York: 
McGraw-Hill Book Company, Inc., 1924. 


133 pp. $1.75. 


Bringing together material which he has 
used in a course conducted at the Massachu- 
setts Institute of Technology, Professor 
Schell has constructed a well-balanced book 
on a difficult subject. There is little of the 
“how to do it” attitude and a full recogni- 
tion of the importance of certain natural 
ability in an executive. The main purpose 
is a common-sense discussion of the best 
courses of action to be followed in various 
positions of difficulty in which an executive 
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finds himself in the exercise of control over 
men and women. The possibility of definitely 
conscious control over personal characteristics 
is well emphasized. ‘There is, of course, a 
definite limitation upon the scope of the book 
by the very nature of the subject treated. 


Secrist, Horace. Expense LEVELS IN RE- 
TAILING—A STUDY OF THE “REPRESENTA- 
TIVE FIRM” AND oF “BULK LIne” Costs 
IN THE DISTRIBUTION OF CLOTHING. Chi- 
cago: Northwestern University Bureau of 
Business Research, 1924. 46 pp. $2. 


The title indicates the subject of investiga- 
tion, which is a continuation of several pre- 
vious studies made in the same industry. The 
“representative firm” costs are found to be 
in an area extending from 20% above the 
average to 20% below; the identity of such 
representative firms is constantly changing 
over a period of years. In an analysis of long- 
run expense levels, it is shown that concentra- 
tion tends to be in a “bulk-line’”’ area—that is, 
somewhat below the average for the period. 
Constant reference is made throughout the 
study to related theories of leading econo- 
mists. 


Tipper, Harry and French, George. Ap- 
VERTISING CAMPAIGNS. New York: D. 
Van Nostrand Company, 10923. 432 pp. 


$4. 


This volume is devoted solely to the execu- 
tive end of advertising. Market analysis and 
other necessary investigations preliminary to a 
successful campaign, as well as the planning 
of the campaign and its operation and han- 
dling, are ably treated. Special features such 
as copy work and color work are the subject 
of special chapters. Considerable attention 
has been paid to examples drawn from the 
practice of prominent advertisers. The au- 
thors deduce axioms from these experiences 
and show how to apply them to new cam- 
paigns. An analytical survey of the factors 
which determine the success of any campaign 
is attempted. The book is essentially a ref- 
erence and guide for the mechanical details 
of the organization, operation, and handling 
of an advertising program. 
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published monthly by 


The New York Trust Company 


is a summary of outstanding 
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Constructive Analysis 


It is of vital importance to every security holder that 
a thorough examination be made of his list at regular 
intervals by competent investment specialists. 


Such an examination is absolutely essential if the 
invested capital is to be maintained on a sound basis 
and yet made to produce the maximum income with 
the greatest safety. 


The business or professional man has neither the 
time nor the facilities for making an analysis of this 
kind. It is too often left to someone not qualified to 
handle such an important matter. 


Through our staff of specialists in Public Utility, 
Railroad and Industrial securities, we are now in a 
position to offer to those who desire this service the 
full benefits of expert knowledge and sound financial 
judgment. 


If you wish you may send us a list of your 
holdings for examination, or the name of 
any security concerning which you desire 
information. May we send you our July 
Investment Booklet ? 


Please address Department H 
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Amory. Browne 2 Co, 
Specialize in Developing 
Mills’ Own Brands and Trademarks 


A Mill Brand is a strong factor in maintaining constant 
sales, particularly of articles sold through retail stores, be- 
cause to the public a Mill Brand identifies the goods and 
stands for uniform quality. 


A constant demand for a Mill Brand enables the retail 
merchant to turn his stock frequently, provided he can 
fill in readily. To complete the chain of economical mer- 
chandising, therefore, there must be some system of local 
warehousing. 


Amory, Browne & Company promote Mill Brands by 
making full use of local warehousing and distributing bv 
the jobber. So long as retailers depend upon turnover, 
which means small stocks, and the mills depend upon vol- 
ume, we believe that the dry goods wholesaler who dis- 
tributes Mill Brands, saves money for mills and retailers, 
resulting in lower prices to the public. 


Amory. Browne e Cp, 


BOSTON NEW YORK 





Selling Agents for 
New England and Southern Mills 





Cotton Piece Goods Cotton Blankets 
Hosiery Underwear 
Nashua Mfg. Co. m Parkhill Mfg. Co. Indian Head Mills of Alabama 
Nashua Mills Boston Mfg. Co. The Quinebaug Co. 
Jackson Mills Lancaster Mills The Wauregan Co. 
Conestogo Mills Berkshire Mfg. Co. (Frankford, Pa.) 
United Hosiery Mills Corp. P. H. Hanes Knitting Co. Samuel A. Crozer & Son 


For Export 

















N 


Za 


.’ 


= 
% 
a 
. 











HARVARD BUSINESS REVIEW 





‘“To Give is to Receive’’ 


Every yard of woolen or 
worsted fabrics that comes 
from the looms represents 
a portion of almost every 
form of human endeavor. 
The wool growers, the 
railroad workers, the tex- 
tile workers and the 
manufacturers and dis- 
tributors of clothing—all 
a contribute their share to 
the making of cloth and 
receive In turn the warmth 
and comfort of its use. 


American Woolen Company 


Wm M Wood President 


Selling Agency— 
\merican Woolen Company of New York 
18th to 19th Street on Fourth Avenue 


New York City 
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Pre-Publication Announcement 


MANAGEMENT?’S 


HANDBOOK 
One 


huge undertaking which has required several years 


10th MANAGEMENT’S HANDBOOK goes to 
This marks the practical completion of 


of close application and the expenditure of many thou- 
sands of dollars. 


Covers Entire Field of Management 
To 


those responsible for the management of production, 


MANAGEMENT’S HANDBOOK is a pioneer work. 


marketing, financial, and interrelated operations, we 
sincerely believe it will prove one of the most useful 
and important reference books ever published. 


Its 1646 pages provide a complete collection of practical 


working data, covering the entire range of subjects on which 
every manager may need information at any moment. Much 
of this material is entirely new. The balance is scattered 
through hundreds of sources not ordinarily available. Note 
list of sections at the right 


L. P. Alford, Editor—37 Contributors 


L. P. Alford, editor of the Handbook, is also editor of the 
Ronald Magazine Management and Administration Broad 
experience and intimate acquaintance with management meth- 
ods have given him an unequalled background for this work 
Associated with him are 37 men, each an acknowledged author- 
itv on the best practice in the field that he covers. Their 
material is drawn directly from several hundred well-known 
companies which have developed unusually profitable methods 
of management 


Saves You Time and Money 


MAN HANDBOOK 
yall organizations many hours of 
providing complete descriptions of 
en meeting like difficulties Every 
the utmost brevity consistent with clearness 

employed 


large and 
experimentation, by 
ways found successful by other 
statement has been boiled down to 
Hundreds of tables and illus 


will save active managers of 
labor and costly 
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trations have been 
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Practical Books on Business 


The Economics of Overhead Costs 
By J. Maurice Clark 


A pioneer work for the student seriously interested in the principles of business 
efiiciency and wishing to master the economic laws governing our amazingly inter- 
related business organism. It formulates the laws governing operation of costs, dis- 
cusses the economics of combination, and the various kinds of business rhythms in 
relation to overhead. 

$4.00, postpaid $4.15 


Psychological Tests in Business 
By A. W. Kornhauser and F. A. Kingsbury 


How may psychological tests be used most effectively? For what business pur- 
poses are they being used? What limitations do they have? These and many 
other questions that have been raised by business men, psychologists, and students 
of personnel practice are now carefully discussed in a new volume on the subject 
by A. W. Kornhauser and F. A. Kingsbury of the University of Chicago. This book 
is an answer to your questions, a statement of the present accomplishments of the 
tests, and a forecast of their future possibilities in the business world. 


$1.90, postpaid $2.00 
THE UNIVERSITY OF CHICAGO PRESS 


5795 Ellis Avenue 




















Chicago, Illinois 











Publications of Harvard University 


Harvard Business Studies Harvard Economics Studies 
Four volumes Twenty-five volumes 
Harvard Historical Studies The Quarterly Journal of Economics 
Twenty-six volumes $5.00 a year 


Harvard Studies in Jurisprudence 
Three volumes 


Descriptive lists and circulars will gladly be sent upon application to the 
Harvard University Press, Cambridge, Massachusetts 


Publications of the Bureau The Review of Economic 
of Business Research Statistics 
Published by the Published by the 
Bureau of Business Research, Harvard University Committee on 
Lawrence Hall, Economic Research, Abbott Building, 


Cambridge, Massachusetts Cambridge, Massachusetts 
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| GET THE NEW EDITION OF i 


Business Letter Practice — 


By 
JOHN B. OPDYCKE 
Author of 


THE ENGLISH OF COMMERCE 


“The introductory symposium on business letter writing is a classic in 
business expression.”—New York World. 


“Tt is the first book on the subject that we have felt conscientiously 
able unreservedly to indorse. For comprehensiveness in scope, practica- 
bility of treatment, and a human-interest style, we do not know its 
equal.”—New York Evening Post. | 


579 pages—$2.50 net i 


ISAAC PITMAN and SONS 


PUBLISHERS 

















2 West 45th Street New York City 
70 Bond Street Toronto | 
Parker Street, Kingsway London i 














Two New Business Books 


By SIMON LITMAN 


Professor of Economics, University of Illinois 






A BO0K dealing, in a clear and comprehensive way, with the theories and 
policies of international trade, and also methods and agencies used by 
national authorities and business organizations to promote trade with foreiga 
countries. In addition, the technique of exporting and importing is presented 
in an unusually concise and logical manner. 


392 pages. 6 by 9. 3 figures. Cloth, $3.50. 


Industrial Management 


By RICHARD H. LANSBURGH 


Professor of Industry, Wharton School of Finance 
and Commerce, University of Pennsylvania. 


488 pages. 6by 9. 108 figures. Cloth, $4.50. Copies gladly sent for examination. 


WILEY FREE EXAMINATION COUPON 
John Wiley & Sons, Inc., 440 Fourth Ave., New York City. 


Kindly send me on 10 days’ free examination (teachers aliowed 60 days) a copy of Litman’s “‘Essentiais of International 
Trade.” Lansburgh’s “Industrial Management.” If I find the book selected satisfactory, I will send the price (teachers al- Y 
lowed 20% discount) in payment for it; otherwise I agree to return the book to you, postpaid, in good condition. 


Name Position or reference 








Address Subscriber to Harvard Business Review? HBR 7-24 
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Practical Methods|[_ 


P ‘ | The Natural Business Y ear 
of Sales Direction | and Thirteen Other Themes 


By ELIJAH WATT SELLS 
M.A. (Hon.) D.C.S. (Hon.) C.P.A. 








This book explains how sales are being intelligently 
and successfully planned and directed in hundreds of 
leading concerns representative of American business ‘ . 
It covers practically every element entering into the VERY business man will find the 
marketing of a product and cites actual methods that problems which Mr. Sells dis- 
have been used with good results. cusses in this book of immediate, prac- 

S. ROLAND HALL’S tical importance. What is the natural 


business year or the most economical 


Handbook of time for taking inventories and making 


fiscal closings? When should advertis- 


Sales Management ing expenditures be capitalized? How 


often should certified statements for 





995 pages, 5x7, illustrated corporations be issued? Practical 

$5.00 net, postpaid suggestions in solving these and other 

ily book describes in detail the plans, methods and policies problems are given. 312 pages; 534 x 
that have increased sales for some of. the best-known sales or 

ganizations in America, with dollars-and-cents results of their 84 inches; blue cloth. Net, $4. 

















ta ind experiences. 
It represents the experiences of many well-known firms in | , 
buiiding up sales organizations and experimenting with ditierent | Published by 
a eS eee W. SHAW COMPANY 
It sets forth the fundamentals of marketing through the A. . S 
description of tested methods Cass, Huron and Erie Streets 
It gives you actual methods that have proved successful in | CHICAGO 
securing salesmen NEW YORK LONDON . 
training salesmen 
directing salesmen _— - 
planning sales campaigns 
preparing sales manuals . ~ 
making sales 
cutting sales costs 
finding new sales outlets 
increasing volume of sales 
securing dealer co-operation Statement of the Ownership, Management, Circulation, ste 
etc Required by th of Cone peas /f August 24, 1912. of AAR- 
= VARD BU. SINE: Ss" KE V/E W. published quarteviay at Chi 
There has never before been a book on sales problems so cago, Ll., for April 1, 1924. 
packed full of sound, solid brass-tack information as this new ‘tate of Mlinois, County of Cook, ss. 
] Before me, a notary alle in and for the State aforesaid, 
Hall book. . personally appeared T ae. 8 Rockwell, whe, — aving been 
every secti is re yort he ice » entire ( > duly sworn according to law, deposes a at he is the 
Every section as ll Ade >! he price of the entire volume Havinces Manager af the HARVARD BUSINESS Res 
» anyone concerned with distribution. VIE W, and that the following is, to the best of his knowledge 
and belief, atrue a of the ownershiv. management, 
rf Yt Hi Bo O etc., of the aforesaid publication for the date shown in the 
her all ks ghare caption, soquves by the Act of Pusnet 24. 18. om 
r odied in section 443, Postal Laws and Regulations, to wit 
ay k of Business Correspondence Lo aes ae - $5.00 1 That the names and addresses of the pebtisher, editor, 
e Advertising Handbook - 2: = fs a 5.00 managing editor, and business managers a 
Retail Advertising and Selling + te &-s 5.00 NAME OF= POST-OFFICE ADDRESS= 


ty W. Shaw 

° e Case, Huron & Erie Ste... Chicago 
Free Examination EditoneHarry R. Tosdal Cambridge, Massachusetts ° 
Managing Editor—None 
Business Manager= 








Send jus: the coupon for any of these books you would like Thos. 3. Rockwell Cass, Huron & Erie Sts., Chicago 
to see Fxamine them at your leisure. If you do not wish 2. That the owners are: (Give names and addresses of indi 
to keep them, just send them back within ten days. vidual owners, or, if a corporation, give its name and the 

names and addresses of stockholders owning or holdicgw 1 per 
> cums cent or more of the total amount of stock.) Harvard Univer 
ee en ee ee ee ee ee ee ee | sity, Cambridge, Massachusetts; A pagrance Le wall, Freel 
D4 : M dent, Cambric ge, Massachusetts: uonnewell. Secre 
McGraw-Hill Free Examination Coupon tary, Cambrid Massachusetts; Charles F. Adams, Trea- 
| eurer, Cambridge, Massachusetts. 
. t 8. That the known bondholders, mortgagees, and other se 

McGraw-Hill Book Co., inc. | curity holders owning or bolding I per cent or more of total 

7 F amount of bonds, mortgages, or other securities are: | 
370 Seventh Avenue, New York there are none, so state.) None. 
Send me the following for ten days’ free examination 4. That the two paragraphs next above, giving the names of 


the owners, stockholders, and security holders, if any, con- 
tain not only the list of stockholders and security holders, as 
they appear upon the books of the company but also, in cases 
where the stockholder or security bolder appears upon the 
books of the company as trustee or in any other fiduciary re- 
lation, the name of the person or corporation for whom such 
trustee is acting, is given; also that the said two garenrepne 
contain statements embracing affiart’s full knowledge and 

Codec cesocesocce Coe e eee ererseesceseeseereeeseeses lief as tothe circumstances and conditions under which stock 
| holders and security holders who do not appear upon the 
books of the company as trustees, hold stock and securities 


Signed . | in a capacity other than that of a bora fide owner; and this 

| affiant has no reason to believe that anv other person, aseoci- 

ation, or corporation has any interest direct or indirect in the 

Address : . ° . ootd stock, bonds, or other secuzities than as so stated by 
im 

Position [Signed] THOMAS S. ROCKWELL. Business Manager 

_— digetc > (SEAL "3 Sworn to and subscribed before me this 24th day of 


Mareh, 1924. A.S. SMITH, Notary Public. (My commission 
Company pi , p ; Aas expires May 26, 1924.) 

I will remit for the books or return them postpaid 
within 10 days of receipt. HBR 7-1-2 
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Everything for Piping 
What?— Where ?—and 
When do you want it? 





Whenever your specifications call for valves, fit- 
tings and the tools to go with them on any job, big or 
little, remember Walworth for these three things: — 
1. A complete line of 23,000 items. 2. Branches and 
distributors that cover the country. 3. Personal, 
prompt attention to your order and to the problem 
that lies back of it. 


In eighty years of serving American industries, 
| Walworth products have won a reputation for depend- 
ability which now extends over a list that is second to 
none in its completeness. 


There is a Walworth valve or fitting for almost any 
requirement of a piping installation to carry steam, 
water, gas, oil, or air. Consult our nearest sales unit 
| for information on individual Walworth items or any 
specific engineering problem in which we can be of 
service to you. 


WALWORTH MANUFACTURING CO., Boston, Mass. 


Chicago, Cleveland, Glasgow, Kewanee, Ill., London, New York, Philadelphia 
Portland, Ore., Seattle, San Francisco. Plants at Boston and Kewanee. 


Walworth International Co., New York, Foreign Representative 


WALWO RTH 











A complete 23,000 items 
line of Valves, for Steam, 
Fittings and Water, Gas, 


Oiland Air 


Tools ~~ ~~ 
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LOCK YOUR DOORS 
AGAINST CHANCE 


When a man insures his life for the benefit of his family he builds a 
structure of Sure Protection around those he loves. 













And no worth while citizen can afford to endanger this structure by 
allowing his policy to lapse. 


Keep the doors locked against Chance! 


Remember that a lapsed Policy is often a lost Policy, for your physi- 
cal condition may not allow you to renew it at a later date, and even if 
it did, the cost of renewed protection always mounts higher as the years 
pass on. 


To pay the yearly premiums may sometimes call for a bit of extra 
effort or self-denial, yet you will agree that the satisfaction of having 
“Carried Through” is worth it. 

So let the same Good Judgment that influenced you to do the Right 
Thing in the Past, continue to lead you along the Straight Path toward 
the Future. 


“Finish the Course.” * 


“Keep the Faith.” 





Don’t let your policy lapse. 





UTA J 
LiFE INSURANCE COMPANY 


OF BOSTON. MASSACHUSETTS 


OVER SIXTY VEARS IN BUSINESS. NOW INSURING OVER ONE BILLION 
850 MILLION DOLLARS IN POLICIES ON 3,300,000 LIVES 
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The Hood Tire Dealer is considered the purchas- 
ing agent of his community. He provides good ON 
merchandise and makes his interests identical with 


those of the customers he serves. 





The Hood Service Man Curb Sign at the storefront, 
readily identifies the dealer to the motoring pubiic as the 
home of The White Arrow Cord in his community. 


The Hood White Arrow Cord, time-tested and depend- 
able, is recognized by motorists and dealers alike as the 
tire of full value and “reliable under all conditions.” 


“At the Sign of the Hood Service Man” 
Hood Rubber Products Company, Inc. 


Manufacturers of rubber products for more than a quarter of a century. 
For Summer comfort Hood Canvas Shoes — Ask your shoeman. 


Watertown, Massachusetts 
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The Basis of Choice 


HE qualifications of an advertis- 

ing agency must be far broader 
than the mere ability to draw pictures, 
to juggle words. 

Confidence is — or should be — the 
basis of choice. 

For more than fifty years Albert 
Frank & Company have served an ex- 
acting clientele. Conspicuous success 
in touching the “pocket-book nerve” 
of the public has built a great agency, 
firmly grounded in methods that make 
advertising pay. 

Manufacturers of merchandise, and 
others, who would profit from experi- 
ence and business sense in their adver- 
tising will find an interview with us 


more than a verbal questionnaire. 


ALBERT FRANK 
& COMPANY 


Advertising 


re) 


NEW YORK LONDON . CHICAGO 


Established 1872 
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DwiGHT P. Roprnson & COMPANY 

ENGINEERS AND CONSTRUCTORS ! 

MONTREAL New YORK ATLANTA |) 

| CHICAGO PHILADELPHIA YOUNGSTOWN RIO DE JANEIRO LOs ANGELES || 
| | 
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From a Manufacturer 


‘‘There is no question that our New 
York Warehouse is the finest of its 
kind in the country, and Dwight P. 
Robinson & Company, Incorporated, 
have done a piece of work that is 
extremely creditable to them and to 














us. We shall not forget it.’’ 


Building for permanence—on 
scheduled time—is a matter of 
primary importance. 
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Pall Mall Office §{ 





London 





Guaranty Service 1n Europe 


HROUGH its offices in New York and 
Europe, and correspondents throughout the 
world, this Company is equipped to handle 
every type of international banking transaction. 


Our European branches—American banks con- 
ducted on American lines—afford to commercial 
houses and travelers the advantages resulting from 
intimate knowledge of both European and Amer- 
ican business. 


In both domestic and foreign banking we serve 
many of America’s largest concerns, as well as many 
representative smaller businesses, affording facilities 
adapted to the requirements of each. We extend 
commercial credit to business houses, pay in- 
terest on checking accounts and t. ae deposits, 
and act in every trust capacity. 


Guaranty Trust Company 
of New York 


NEW YORK LONDON PARIS BRUSSELS 
LIVERPOOL HAVRE ANTWERP 
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The Development of 
a Bank 


BANK which has seen the rise and fall of 
many political parties, a bank which has 
weathered many panics and many wars, a bank 
which has had a gradual but sound and steady 
growth since its beginning nearly a century 
and a half ago—such is the Bank of New York 
and Trust Company. 


In addition to its long experience in the field 
of banking which includes both domestic and 
foreign business, the Company over a period 
of nearly a hundred years has slowly and 
soundly developed a trust department which 
offers the broadest possible service in the han- 
dling of property in any fiduciary capacity. 


Customers are always welcome at its offices 
and are urged to discuss freely with its officers 
all doubtful questions that may arise in their 
business with the Company. We believe that a 
thorough understanding is the basis of cordial 
relations and complete confidence. 














Bank of New York & Crust Co. 


Capital, Surplus and Undivided Profits over $16,000,000 


Banking Office Madison Avenue Office Trust Office 
48 Wall Street at 63rd Street 52 Wall Street 
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IME is necessary for the creation of 
tradition. In this institution the prac- 
tices, precepts and experiences of sixty 
years form the tradition which inspires 
the conduét of its staff. There has been no 
crystallization of experiences to hamper 
progress but rather the building of a back- 
ground which gives guidance and free- 
dom in meeting new situations. 
Tradition calls the Continental and 
Commercial Banks to constructive service 
to business, to the upbuilding and protec. 
tion of the forces of production and trade. 
It permeates the organization, gives vigor 
to the personality, influences the policy 
and fires the spirit —all to contribute to 
the extra measure of banking service nor- 
mal to the institution. 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 
—@ RESOURCES MORE THAN 500 MILLIONS 
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You will find it 
useful and sane 


E publish each month a review of busi- 
ness which.we call The ACew England 
Letter. 

It is a cool, studious digest of the 
current trends of business, with special refer- 
ence to the business of New England —which 
of course touches materially the business of the 
nation. 

Ot this letter the Manchester Guardian has 
had the courtesy to say: 


««We have often quoted from the AC ew England 
Letter of The First National Bank of Boston, 
and those of our readers who have been interested 
will probably agree with us that the etter ranks 
among the best of its kind in the United States.’ 


’ 


If you wish this letter to come to you monthly, 
please write to our Service Department. 


™m™ERIRST 


NATIONAL BANK of 


BOSTON 








1784 33 $3 1924 


Main Orrice 70 Feverac Sr. 





Foreign Branches London R epresentative 


Buenos Aires AND HAVANA 24, Orv Broan Srreet, E.C.3 
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1864 | 1924 
ion 60 Years cane 


THIs Company offers to you its 
services based upon the experience 
gained during more than half a century 
of conservative activities. 


—A general banking business. 


—A commercial banking business in- 
cluding discounts, acceptances, etc. 


Foreign Exchange, Commercial and 
Traveler’s Letters of Credit, etc. 


-~Acts as Executor, Trustee, Transfer 


Agent, Registrar of Stocks and in 
every Fiduciary Capacity. 
President 
George W. Davison 
Board of Trustees 


James C. Brady Frederic de P. Foster W.Emlen Roosevelt 





James Brown Adrian Iselin Frederick Strauss 
George W. Davison James N. Jarvie Edwin Thorrie 
Johnston de Forest Charles Lanier Cornelius Vanderbilt 
Richard Delafield Wm. H. Nichols, Jr. John Y. G. Walker 
Clarence Dillon Dudley Olcott Francis M. Weld 

| Henry Evans William Woodward 


Acts as Acts as 


CAPITAL, SURPLUS AND UNDIVIDED 


Executor Se : * Trustee 
and PROFITS OVER $36,000,000 Cader 
Administrator Member FepeRaL ReseRVE SYSTEM Vortgages 


CENTRALUNION TRUST COMPANY 
OF NEW YORK 


80 BROADWAY NEW YORK 


PLAZA OFFICE 42nd STREET OFFICE 
Fifth Ave. & 60th St Madison Ave. & 42nd St 
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Capital and Surplus $17,100,000 


NTERNATIONAL 


MPORTS AND EXPORTS FINANCED 
NDIVIDUAL ATTENTION 


CCEPTANCE 


RBITRAGE AND FOREIGN EXCHANGE 
DVICE AND INFORMATION 


ANK, INC. 


ONDS AND SECURITIES 
ULLION AND METALS 


“Old World Experience and New World Enterprise” 


PAUL M. WARBURG 
Chairman 


F. ABBOT GOODHUE 
President 


31 Pine Street, New York 





DIRECTORS 


Matthew C. Brush 


Pres., American International Corp., N. Y. 
Newcomb Carlton 

Pres., Western Union Telegraph Co., N. Y. 
Emory W. Clark 


Pres., First National Bank in Detroit, 
Detroit 


Walter E. Frew 
Pres., Corn Exchange Bank, New York 


F. Abbot Goodhue, President 
Robert F. Herrick 
Herrick, Smith, Donald & Farley, Boston 
L. Nachmann, Vice-President 
John T. Pratt 
New York 


Charles B. Seger 
Pres., United States Rubber Co., N. Y. 


Lawrence H. Shearman 
WR. Grace & Co., New York 


William Skinner 
William Skinner & Sons, New York 


Philip Stockton 
President, Old Colony Trust Co., Boston 


Chas. A. Stone 


Chairman of Board, Stone & Webster, Inc., 
New York 


Henry Tatnall 
Vice-Pres., Pennsylvania R.R. Co., Phila. 


Felix M. Warburg 
Kuhn, Loeb & Co., New York 


Paul M. Warburg 


Chairman of the Board 


Thos. H. West, Jr. 


President, Rhode Island Hospital Trust 
Co., Providence 


Daniel G. Wing 
Pres., First National Bank of Boston, Boston 
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A Comprehensive 
Investment Service 





Underwriters and Distributors of 
Municipal 
Joint Stock Land Bank 

Porto Rico 

Public Utility 

Real Estate 
Industrial 

SECURITIES 


MEMBERS 


New York Stock Exchange 
Cleveland Stock Exchange 
Chicago Stock Exchange 
Detroit Stock Exchange 
New York Cotton Exchange 
Chicago Board of Trade 


Private wires to principal markets 
of the United States and Canada 


OTIS & CO. 


Established 1899 
CLEVELAND 


New York Detroit Cincinnati 


Denver 


Columbus Toledo Akron Colorado Springs 
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Bonbright & Company 


Incorporated 


Investment Securities 


NEW YORK BOSTON PHILADELPHIA CHICAGO 
DETROIT ST. LOUIS 
BANGOR DAVENPORT ELMIRA PROVIDENCE 
MILWAUKEE PITTSBURGH PORTLAND ROCHESTER 
SAN FRANCISCO SPRINGFIELD WASHINGTON WORCESTER 
SCRANTON BALTIMORE ALBANY NEW HAVEN 
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Making Profits 
and 


Keeping Them 


HE profits of a business depend largely upon the efficient 
use of the capital employed. 


In a small business this responsibility can be successfully 
shouldered by one or two men. The larger the business the 
more widely should this responsibility be divided throughout 
various departments of manufacturing and selling. 


Yet it is a common occurrence for executives who follow this 
procedure carefully in their own business to invest in the 
securities of other corporations without any accurate knowl- 
edge of the uses to which their capital is put. 


Business men and bankers in all parts of the United States 
are depending upon Moody’s Investors Service to guide them 
in their selection and to keep them advised thereafter. 


Our booklet No. 102 H. V. will be promptly mailed to inter- 
ested investors, upon request. 


MOODY'S 


INVESTORS SERVICE 


JOHN MOODY, Presfdent 
35 Nassau Street New York 


CHICAGO PHILADELPHIA BOSTON LOS ANGELES 
First Nat'l Bank Bldg. Real Estate Trust Bldg. 141 Milk Screet Pacific Mutual Bldg. 
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A LEADING NEW ENGLAND BANK 


TOTAL RESOURCES 
$100,000,000.00 





COMMONWEALTH-ATLANTIC NATIONAL BANK 
BOSTON, MASS. 





INQUIRIES ARE INVITED FROM BANKS CORPORATIONS AND INDIVIDUALS 
SEEKING A DEPENDABLE BANKING CONNECTION FOR HANDLING 
THEIR DOMESTIC AND FOREIGN BUSINESS 

















W.H. BALLARD & CO., INC. 


REAL ESTATE BROKERS 
BUILDING MANAGEMENT 


45 MILK STREET BOSTON, MASS. 
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Financing 


Public Utility and Industrial Corpora- 
tions are invited to submit their prob- 
lems to us when new financing is un- 
der consideration. 

To those who are interested we shall be 

glad to send evidence of past success in 

the underwriting and distribution of 


bonds. Ask for our book, “A Record of 
Corporation Financing.” 


AC.ALLYN*» COMPANY 


ESTABLISHED 1912 


71 W. Monroe St., CHICAGO Phone State 6440 
NEW YORK MILWAUKEE MINNEAPOLIS BOSTON 

















WE INVITE INQUIRIES FROM 
BANKS 
INDIVIDUALS 
INSURANCE ORGANIZATIONS 


Stevenson, Perry, Stacy & (@ 


INVESTMENT SECURITIES 
(05 SJUTH LA SALLE STREET 
CHICAGY 


McKnight Bidg. Pioneer Bidg. Rialto Bidg. 
MINNEAPOLIS ST. PAUL ST. LOUIS 
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Bonds on Proven Properties 








E. H. Rollins & Sons 


Founded 1876 
200 Devonshire Street, Boston, Mass. 


New York Philadelphia Chicago 
Denver San Francisco Los Angeles 




















Founded 1851 


Estabrook & Co. 


Investments 
and 


Financial Service 


24 Broad Street 15 State Street 
New York Boston 
Members New York and Boston Stock Exchanges W 


Providence Hartford Springfield New Bedford fp 
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The Surest Way 


to attain a substantial mea- 
sure of financial independence 
is to purchase sound invest- 
ment securities. 


Since its establishment in 
1888, the firm of Hornblower 
& Weeks has served the in- 
vestment requirements of 
thousands of investors in all 
parts of the United States. 
Its facilities and services are 
always at your service. 


May we send you our current 
list of Investment Suggestions? 


Ask for list HR. 


HORNBLOWER & WEEKS 


BOSTON Established in 1888 DETROIT 


PORTLAND PROVIDENCE NEW YORK CLEVELAND CHICAGO 


Members of the New York, Boston and Chicago Stock Exchanges 
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Kidder, Peabody & Co. 


Founded in 1865 


BOSTON NEW YORK 
PROVIDENCE 





Government Bonds 


Investment Securities 


Foreign Exchange 


Letters of Credit 





Correspondents of 


BARING BROTHERS & CO., Ltd. 
LONDON 














Alon Freud Y Co. 











